A comparative analysis on the financial performance between Takaful and conventional insurance companies in Malaysia by Nor Aishah, Hamdan
The copyright © of this thesis belongs to its rightful author and/or other copyright 
owner.  Copies can be accessed and downloaded for non-commercial or learning 
purposes without any charge and permission.  The thesis cannot be reproduced or 
quoted as a whole without the permission from its rightful owner.  No alteration or 
changes in format is allowed without permission from its rightful owner. 
 
A COMPARATIVE ANALYSIS ON THE FINANCIAL PERFORMANCE 


























Thesis Submitted to 
Othman Yeop Abdullah Graduate School of Business, 
Universiti Utara Malaysia, 




PERMISSION TO USE 
In presenting this dissertation/project paper in partial fulfilment of the requirements 
for a Post Graduate degree from the University Utara Malaysia (UUM), I agree that 
the Library of this university may make it freely available for inspection. I further 
agree that permission for copying this dissertation/project paper in any manner, in 
whole or in part, for scholarly purpose may be granted by my supervisor(s) or in their 
absence, by the Dean of Othman Yeop Abdullah Graduate School of Business where 
I did my dissertation/project paper. It is understood that any copying or publication 
or use of this dissertation/project paper or parts of it for financial gain shall not be 
allowed without my written permission. It is also understood that due recognition 
shall be given to me and to the UUM in any scholarly use which may be made of any 
material in my dissertation/project paper. 
 
Requests for permission to copy or to make other use of materials in this 
dissertation/project paper in whole or in part should be addressed to: 
Dean of Othman Yeop Abdullah Graduate School of Business 
University Utara Malaysia 
06010 UUM Sintok 






This study attempts to measure the financial performance between Takaful and 
conventional insurance companies in Malaysia in ten years from year 2007 to 2016. 
Based on this study, researcher identify whether any differences exist between 
financial performance between Takaful and conventional insurance companies in 
Malaysia by using the financial ratio. To complete this task, researcher used financial 
ratio analysis method to draw the overview about financial performance between 
Takaful and conventional insurance companies in term of solvency, liquidity, 
profitability, underwriting performance and operating efficiency. To test the 
hypothesis of this study, researcher used descriptive analysis and T-test to compare 
the financial performance between Takaful and conventional insurance companies. 
These analyses help to see the financial performance for both institutions due in 
increasing the insurance industry in Malaysia. The finding of this study can be useful 
on the management for Takaful and conventional insurance companies in Malaysia 
to improve their financial performance based on financial ratio. The finding indicates 
that Takaful companies are better performed in financial performance compare to 
conventional insurance companies in Malaysia based on the financial ratio. Takaful 
companies are performed better in term of solvency ratio, cash ratio (liquidity ratio), 
profitability ratio (net profit margin and gross profit margin) and operating efficiency 
ratio which is account receivable turnover and total asset turnover. While, for the 
conventional insurance companies is liquidity (current ratio and net working capital) 
and underwriting performance. 




Kajian ini mengukur prestasi kewangan syarikat di antara syarikat Takaful dan 
syarikat konvensional insurans di Malaysia dalam tempoh sepuluh tahun dari 2007 
hingga 2016. Berdasarkan kajian ini, penyelidik mengenal pasti sama ada wujud 
perbezaan di antara prestasi kewangan antara syarikat Takaful dan syarikat 
konvensional insurans di Malaysia dengan menggunakan nisbah kewangan. Dalam 
kajian ini, penyelidik menggunakan kaedah analisis nisbah kewangan untuk memberi 
gambaran keseluruhan tentang prestasi kewangan syarikat di antara syarikat Takaful 
dan syarikat konvensional insurans dari segi kesolvenan, kecairan, keuntungan, 
prestasi pengunderaitan dan kecekapan operasi. Untuk menguji hipotesis kajian ini, 
penyelidik menggunakan analisis deskriptif dan ujian-T untuk membandingkan 
prestasi kewangan antara syarikat Takaful dan syarikat konvensional insurans. 
Analisis ini dapat membantu melihat prestasi kewangan bagi kedua-dua institusi  
disebabkan oleh peningkatan industri insurans di Malaysia. Kajian ini bermanfaat 
bagi pengurusan syarikat Takaful dan syarikat konvensional insurans di Malaysia 
untuk meningkatkan prestasi kewangan mereka berdasarkan nisbah kewangan. 
Berdasarkan kajian ini, syarikat Takaful menunjukkan prestasi yang baik dalam 
prestasi kewangan berbanding dengan syarikat insurans konvensional di Malaysia 
berdasarkan nisbah kewangan. Prestasi kewangan syarikat takaful lebih baik dari segi 
nisbah kesolvenan, nisbah tunai (nisbah kecairan), nisbah keuntungan (margin 
keuntungan bersih dan margin keuntungan kasar) dan nisbah kecekapan operasi yang 
merupakan perolehan akaun dan jumlah perolehan aset. Sementara itu, bagi syarikat 
konvensional insurans pula ialah lebih baik dari segi kecairan (nisbah semasa dan 
modal kerja bersih) dan prestasi pengunderaitan. 
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Everyone in this world is exposed to the possibility of risk and disaster in their life 
through accident, fire, losses, damage, etc. Thus, they have to find ways to avoid 
such trouble and minimized. One possible way to overcome by buys insurance cover. 
Furthermore, through insurance coverage, if loss occurs to the insured, the insurer 
will provide the financial compensation to lighten the burden of loses. The 
importance of insurance scheme is to protect the trade, economic, social activity and 
industry which contribute towards human progress.  
In Malaysia have dual insurances system which is Takaful or insurance in Islamic 
and conventional system. In this chapter consist of the background of the Insurance 
system, background of Takaful, comparison of Takaful and conventional insurance, 
problem statement, research questions, research objectives, significant of the study, 
scope and limitation of the study, hypothesis, and conclusion for this chapter.  
The Insurance industry in Malaysia is on the line of the industry in Britain. Even till 
1955, foreign insurers dominated the local insurance market. However, after 
Independence in 1957, the Government took efforts to introduce the domestic 
insurance companies. By the early 1960s, the country witnessed the establishment of 
a few life insurance companies due to lack of proper business expertise and 
inadequate technical background. The government intervened by the enactment of 
Insurance Act 1963 to regulate the insurance industry.  
In improving the supervision and regulation of the insurance industry, Insurance Act 
1963 are replacing by the new which is Insurance Act 1996. In Insurance Act 1996 
there some changes in the legislative framework in their operational and financial 
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system, transparency of policies and practices and protection of the policy owners. 
The insurance institution in Malaysia continues its positive development amid new 
regulations and frameworks to boost the industry attractiveness and relevance, 
particularly in the context of growing economies.  
The Takaful industry is alternative to conventional insurance especially for Muslim 
due to prevail their needs. In 1984, the first Takaful company established is Syarikat 
Takaful Malaysia. Syarikat Takaful Malaysia starts operating on the 22nd of July 
1985 and officially launched by Tun Dr. Mahathir Mohamed on 2nd August 1985. 
The demands of Takaful product are increasing from 1993 to 2003. In January 2006, 
Bank Negara Malaysia awarded licensed for more companies to operate Takaful 
business due encouraging demand for Takaful scheme in Malaysia.   
The development of Takaful as a key component in development of Islamic finance 
in general, because of its ability to mobilize fund for investment. The development of 
Takaful and conventional insurance has been widely spread over the different 
countries. Takaful with an average annual growth of 20 percent in globally shows 
that Takaful is one of the segments that fastest growing in the insurance market 
(Bank Negara Malaysia, 2011). Moreover, Bank Negara Malaysia (2011) stated the 
Takaful industry in Malaysia penetrated relatively faster between 2005 and 2010 
achieving a growth rate of 28 percent in 2010.   
Furthermore, increasing Takaful and conventional insurance companies in Malaysia 
make both institutions are needed to measure the financial performance to know 
which companies are performing better in the market. The key indicator for Takaful 
and conventional insurance companies is by determining the financial performance 
to remain competitive in Malaysia. By determining the financial performance for 
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both institutions is the success of the relationship between the insurance institution 
and the customers as the demand from customers will lead to positive growth 
towards the insurance institution (Hamid et al., 2009).  
Besides that, measuring financial performance between Takaful and conventional 
insurance companies is compulsory to gain a competitive advantage in the industry 
and to know the top competitor for promote the insurance institution (Moghadam et 
al., 2012). Through the scenario in Malaysian which has a dual financial structure 
background where the Takaful operators are operating in corresponding with their 
conventional counterparts. Moreover, evaluating the financial performance of 
Takaful and conventional insurance might be useful for the investor, shareholder, and 
government in future. Thus, this study hope will be beneficial for conventional 
insurance as well as Islamic insurance (Takaful) industry. 
1.1 Background of Insurance System 
Insurance can be defined as an arrangement by which a company provides a 
guarantee of compensation for specified loss, damage, illness, or death in return for 
payment of a specified premium. In the insurance company, the insured is a risk-
sharing arrangement which involves two parties where one party (the insurer) agrees 
to assure another party (the insured) against certain losses specified by a contract (the 
policy).  
Based on the economic perspective, according to Obaidullah (2005) defined 
insurance as a tool which individuals and organizations can transfer real risks which 
is uncertainty about financial losses to others. Based on Chartered Insurance 
Institution (2010) stated insurance is a risk management tools where individual 
transfer risk to an insurance company in return of determined premium.  
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The beginning of insurance has been existence during Babylonia times around 2100 
before century (BC) known as Bottomry contracts. The first necessary written 
insurance policy was the Code of Hammurabi. The practice of insurance has 
widespread in London 1688. The first insurance company was created and rapidly 
grow their size of risk in the 17th and 18th centuries as well as the size of risks.  
Insurance acts as a financial shield against risk for customers. Furthermore, 
Insurance is mostly managed by a joint stock company where the primary objective 
is to maximize the wealth of its shareholders. There are many types of insurance that 
provide to the customer based on their category which is personal insurance, health 
insurance, and property insurance.  
Life insurance industry has contributed 2.8 percent of Malaysia's Gross National 
Income (GNI), with premiums totalling RM26 billion in 2013 (Bank Negara 
Malaysia, 2015). More than 18,000 are employed in the insurance industry. The 
insurance industry is on a firm financial footing with excess capital of RM23.5 
billion, above the regulatory minimum capital requirement. Moreover, insurance 
industry has become an essential component in the Malaysian market in contributing 
towards the growth of bond and Sukuk markets.  
1.2 Background of Takaful 
Many Islamic jurists consider conventional insurance as prohibited or haram due to 
the practice of conventional insurance involves the element of riba (interest), gharar 
(uncertainty) and maysir (gambling) that not comply with Shariah or Islamic law. 
Thus, Takaful has been acknowledged as an alternative to conventional insurance 
and is offered in both Muslim and non-Muslim countries. Hence, Takaful becomes a 
popular term in the insurance market all over the world. Takaful in Malaysia start 
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operated on the 22nd of July 1985 and official launching by Tun Dr. Mahathir 
Mohamed on 2nd August 1985. The principle of Takaful is based on mudharabah 
concept where all the participants would have the opportunity to save, invest and 
earn profits based on this principle.  
Takaful scheme can be defined as participants mutually agree to guarantee and to 
protect each other against loss or damage by jointly providing financial assistance to 
any members suffering from injuries. In other words, Takaful is a business 
transaction based on the principles of cooperation, mudharabah and tabarru’ 
whereby the Takaful operator and participants or the beneficiaries share profits made 
on the contribution. The beginning of Takaful can be found by several practices from 
ancient Arab tribal custom and the companions of the Prophet. For example, under 
the custom of al-Aqilah, it is mutually agreed among the tribes that if a person is 
killed unintentionally by a person of a different tribe, the accuser’s will take the 
responsibility to make a mutual contribution to pay the blood money to the victim’s 
relatives.  
Takaful term is derived from the Arabic word kafala, which mean joint guarantee or 
guaranteeing each other which also explained as a group of individuals that ensures 
each other against potential loss or damage faced by anyone of them. Takaful also 
can be referring to the financial transaction of mutual cooperation between two 
parties towards providing financial security for one of them against any misfortune. 
Therefore, the concept of cooperative (ta’awun) in Takaful is not a contract of 
buying or selling, where one party offers and sells protection and another party 
accepts and buys the service at a particular cost or price. Thus, it is an arrangement a 
group of individuals pays a fixed amount of money and compensation for the losses 
of the members.  
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In Takaful operation model, there are three operations which is mudharabah model, 
wakalah model and wakalah waqf model. Mudharabah model describes that all 
policyholders must agree to share profits or losses from undertaking. Wakalah model 
explains that the surplus of policyholders funds and management fee or expenses go 
to the policyholders. Wakalah waqf model or wakalah fund is created as the separate 
legal entity with the contribution of the participant’s amount and the amount 
deposited to this fund is considered as a tabarru’ or donation (Husain and Pasha 
2011). There are two types of Takaful policies which is Family Takaful and General 
Takaful. Under Family Takaful is a range of life insurance and term insurance 
policies that provide life cover. General Takaful covers a wide range of plans 
including Motor Insurance, Accident Insurance, Marine Insurance, Workmen 
Insurance, Home Insurance, etc. These are also available under both individual and 
group covers.   
Islamic insurance or Takaful industry in Malaysia recorded a positive performance in 
2015 and the industry is expected to expand further in 2016.  Bank Negara Malaysia 
has been taking the step in promoting Takaful segment to make the segment growth 
remain favourable. Growth potential for the segment is mainly due to encouraging 
demographics. Financial performances for Takaful industry throughout 2015 are 
stable with excess well in the capital, above the minimum required by Bank Negara 
Malaysia. The aim of Bank Negara Malaysia is to continuously strengthen the 
professionalism of insurance and Takaful agents. Bank Negara Malaysia noted that 
both companies need to offer pure protection term products through direct and online 
channels since July 2017. Starting on July 2018 will provide the absolute protection 
critical illness and real protection medical and health products. Thus, Bank Negara 
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Malaysia has set a 25 percent target to be achieved in 2020 by the Takaful industry 
(Bank Negara Malaysia 2018).  
1.3 Comparison of Takaful and Conventional Insurance 
The comparison between Islamic insurance (Takaful) and conventional insurance 
companies based on the element of joint guarantee, shared responsibility, risk 
distribution, investment of fund and nature of the contract. 
1.3.1  Joint Guarantee/Ta’awun  
Islamic financial protection system is a term that can be defined for Takaful which 
involves a joint guarantee scheme. In common guarantee scheme, it is providing 
possible contingency or indemnity. However, it differs for conventional insurance 
which based on compensation of loss in exchange of premium paid by insured.  
The objective of Takaful contract is to assist policyholder when having the lousy 
time. Under the Islamic system, the primary purpose of Takaful is to bring equity for 
all parties involved in a contract. The primary goal in Takaful scheme is sharing the 
profit generated for all parties involved, however not make profit earning as a central 
goal in Takaful scheme. In another hand, conventional insurance main purpose is to 
aim the profit of the business (Hafiza and Zeeshan, 2014).  
Takaful system is based on ta’awun in Islamic society. Ta’awun or cooperation is the 
concept for Takaful operation which is based on solidarity, trusteeship, and 
brotherhood. In the contract, for the sake of cooperation, participant agrees to help 
and guarantee each other by collecting the contribution from the individual. 
However, it differs from conventional insurance where the involved process of 
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transferring the risk to protect themselves on behalf of other from losses (Billah, 
2003).  
1.3.2  Shared Responsibility 
In Takaful scheme, based on the agreement, loss or damaged that may be happened 
will be bear among the group and will share the responsibility. Furthermore, the 
policyholder will share the liability and pool their contribution among other 
policyholders. Uncertainty or gharar which is prohibited in Islam will eliminate 
when the policyholder is paying the claim by using the combined pool of 
participation among the policyholder (Anwar, 2008). However, in conventional 
insurance, it differs when insurance company indemnified it based on the term and 
condition of the policy (Alhabshi et al., 2011).  
1.3.3  Risk Distribution 
In Takaful scheme in term of risk, the operator of Takaful not selling the risk 
coverage which means participant have to buy it. This is because in Takaful, the 
chance is not exchanged by payment of contribution made to an operator. The vital 
roles of the operator in Takaful scheme act as a fund manager on behalf of the 
participant. Hence, the risk is not undertaken by an operator, but it is distributed 
among the participant who agreed to jointly (Jaffer et al., 2015).   
Under the conventional framework insurance is a contract between two people, 
whereby the first party agrees to move the risk of another company in exchange for a 
premium. And the other party promises to pay the fixed sum of money to the first 




1.3.4  Investment of Funds  
The difference between Takaful and conventional insurance is more visible 
concerning investment of funds. In Takaful companies, there is the strict requirement 
based on Shariah compliance that needs to follow before invest. In Takaful 
companies invest funds in interest-free avenues and with the concept of Halal or 
Haram (Ayub, 2003; Thanasegaran, 2008). The assets of the Takaful business have 
to be invested in Shariah compliant. For example, investments cannot be made in 
gambling institutions, businesses that make alcohol, businesses that sell weapons or 
assets that pay interest (riba) (Anwar, 2008). However, in conventional insurance 
companies, there is no strict requirement for investment. Conventional insurers may 
invest in such type of assets that are strictly forbidden by the Shariah such as alcohol, 
gambling or pork are haram (Al Janahi and Weir, 2005).  
1.3.5  Nature of Contract  
Takaful differs from conventional insurance where Takaful operator is not the insurer 
which ensuring the participants. In fact, the persons participating in the Takaful 
scheme are mutually insuring one another. This is the essence of Takaful that 
signifies mutual guarantee, help and cooperation to one another. The Takaful 
operator acts as administrator of the Takaful fund whose responsibility includes 
managing and investing the fund according to the Shariah principles (Abdullah et al., 
2011). 
The conventional insurance contract is constructed between two parties, which is 
insured and insurance company. The insured deals with the insurance company by 
paying regular installments premium in return for the guarantee need to pay 
compensation in case the event stipulated in the contract happens. Thus, in 
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arrangements in giving compensation is contingent on events that may or may not 
occur. This definition and nature of conventional insurance invoke many Shariah 
issues. 
1.4 Problem Statement  
The Takaful industry in Malaysia is only 32 years old, but statistics published by the 
Bank Negara Malaysia point out to the fact that Takaful has been enjoying relatively 
robust growth since its origin in 1984 (Bank Negara Malaysia, 2011). Based on the 
Figure 1.1 below show the Insurance net premiums and Takaful net contributions in 
Malaysia from 2009 to 2014 show a positive increment where Takaful net 




Insurance net premiums and Takaful net contributions (RM Billion) 
Source: Statistical Yearbook (General Insurance & Takaful) 2013 & 2014. 
However, these growth prospects remain favourable or positive just because the 
Takaful base is smaller relative to the overall insurance industry. Despite the robust 
growth, the penetration rate for Takaful in Malaysia remained small about 10 percent 
compared with conventional insurance about 40 percent. Bank Negara Malaysia 
(2005) report, Muslim consumers need for an alternative to the conventional 
insurance of life prevailed and that is the reason of development Takaful industry 
29.2 32
33.7 36.8









Insurance net premiums  and 
Takaful net contributions
Insurance net premiums Takaful net contributions
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occurs in Malaysia started in the 1980s. The Takaful industry has a significant 
potential to be emphasized however to be well known in the industry, and there are 
challenges must be faced and answered by the Takaful industry (Lim et al., 2010).  
Insurance institution s gives impact on any countries and overall development in era 
of economy globalization. As an important institution in economy, shareholder needs 
to know about the financial performance of the insurance institution that shows the 
financial position for both institution. In analysing the financial performance of the 
Takaful and insurance companies is particularly significant given the current 
economic landscape that is becoming increasingly challenging. The growing number 
of insurance companies in recent years has caused further concerns on the financial 
stability of the Takaful and insurance industries to stakeholders (Deloitte, 2015).  
Based on the previous study, there are several countries involved in measuring on the 
financial performance of insurance institution which is Malaysia, Brunei, Iran, 
Pakistan and Bahrain. The scenarios of insurance institutions in each country are 
difference based on their financial performance. Moreover, in previous study indicate 
that measuring the financial performance in insurance institution give benefit and 
clear picture on the scenario in insurance industry in the countries. Thus, this study 
intended to give clear view on the scenario and development between Takaful and 
conventional insurance companies by comparing their financial performance.    
This study compared the financial performance of Takaful and Conventional 
insurance companies by using financial ratio. Analysing the financial performance by 
using financial ratio for Takaful and conventional insurance companies is the most 
logical way to show the financial position for both institutions. Thus, this study is 
expected to provide insurance institution stakeholder a true picture of the financial 
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position of Takaful and conventional insurance companies in Malaysia. The finding 
is intended to identify how far and in which respect the financial performance of the 
Takaful industry are differing from Conventional insurance industries concerning 
solvency, liquidity, profitability, underwriting performance and operating efficiency. 
The information is obtained to evaluate the financial performance of both institutions 
that are used to improve whole operations and competitive edge in Malaysia 
industry.  
1.5 Research Questions. 
1.  Is there any significant difference in solvency ratio between Takaful and the 
Conventional Insurance? 
2. Is there any significant difference in liquidity ratio (current ratio, net working 
capital and cash ratio) between Takaful and the Conventional Insurance? 
3. Is there any significant difference in profitability ratio (net profit margin and 
gross profit margin) between Takaful and the Conventional Insurance? 
4. Is there any significant difference in underwriting performance between 
Takaful and the Conventional Insurance? 
5. Is there any significant difference in operating efficiency ratio (account 










1.6 Research Objectives 
1. To compare the solvency ratio between Takaful and the Conventional 
Insurance. 
2. To compare the liquidity ratio (current ratio, net working capital and cash 
ratio) between Takaful and the Conventional Insurance. 
3. To compare the profitability ratio (net profit margin and gross profit margin) 
between Takaful and the Conventional Insurance. 
4. To compare the underwriting performance between Takaful and the 
Conventional Insurance. 
5. To compare the operating efficiency ratio (account receivable turnover and 
total asset turnover) between Takaful and the Conventional Insurance. 
1.7 Significant of the study 
Researcher focuses on giving information to evaluate the Takaful and Conventional 
Insurance companies based on their financial performance in Malaysia industries. 
This study measures the financial performance and development of the company in 
the economy using the financial ratio. Thus the information is obtained to evaluate 
the financial performance of the institution that is used to improve its whole 
operation. The report of financial performance between Takaful and Conventional 
Insurance may give benefit to the investor, shareholder, and government.  
• Investors 
This study conducted to measure the financial performance of Takaful and 
conventional insurance companies in Malaysia that will help investors make the 
comparison in choosing insurance industries when invest that will give benefit to 
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them. Researcher conduct this study to make investor ease deciding to spend based 
on insurance performance both companies. 
• Shareholders 
This study conducted to measure the financial performance of Takaful and 
conventional insurance companies in Malaysia. Shareholders are the strengths in 
insurance companies as shareholders are sources that provide the funds and part of 
the insurance company. Therefore, researcher measures the financial performance of 
Takaful and conventional insurance companies to give clear picture benefit towards 
shareholder which insurance companies offer the advantage to them and as well as 
companies. Furthermore, by looking at the financial performance of both insurances 
will help shareholder to get overall both insurance industries overview.   
• Government  
In this study, the importance of measuring the financial performance between 
Takaful and conventional insurance companies to give the government a clear view 
on the financial performance of the insurance company. Thus, this will assist the 
government in enhancing policies to strengthen the performance of insurance 
company in Malaysia. This will give the advantage for both insurance companies as 
well. 
1.8 Scope and Limitation of the Study 
The scope of this study emphasizes the number of Takaful and conventional 
insurance companies are involved in measuring their financial performance. The 
researcher used the data published by the company based on the financial report for 
both companies. This research measure the financial performance of Takaful and 
Conventional insurance companies in Malaysia between 2007 until 2016. This 
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research applied a quantitative method by using the secondary data which obtained 
from the annual report of selected companies.  
The limitation of this study regards on the information based on the financial report, 
there is lack of information and hard in getting the data regarding the source of the 
fund in both of the institutions whether it is legal or illegal. The quality of this study 
depends purely upon the accuracy, reliability and quality of the secondary data 
source which is from the financial report. Besides that, a short time frame is 
constraint in doing the large number of data for this study.  
1.9 Hypothesis 
This study use quantitative research as the method to answer the research objectives 
stated earlier which helped researchers to interpret and understand current financial 
performance between Takaful and Conventional Insurance in Malaysia from year 
2007 until 2016. There are nine hypotheses are formulated in the examination of 
financial performance between Takaful and Conventional Insurance companies in 
Malaysia.  
H01: There is no significant difference of solvency ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H11: There is significant difference of solvency ratio between Takaful and 





H02: There is no significant difference of current ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H12: There is significant difference of current ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H03: There is no significant difference of net working capital between Takaful and 
Conventional Insurance companies in Malaysia. 
H13: There is significant difference of net working capital between Takaful and 
Conventional Insurance companies in Malaysia. 
H04: There is no significant difference of cash ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H14: There is significant difference of cash ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H05: There is no significant difference of net profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
H15: There is significant difference of net profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
H06: There is no significant difference of gross profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
H16: There is significant difference of gross profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
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H07: There is no significant difference of underwriting performance between 
Takaful and Conventional Insurance companies in Malaysia. 
H17: There is significant difference of underwriting performance between Takaful 
and Conventional Insurance companies in Malaysia. 
H08: There is no significant difference of account receivable turnover between 
Takaful and Conventional Insurance companies in Malaysia. 
H18: There is significant difference of account receivable turnover between 
Takaful and Conventional Insurance companies in Malaysia. 
H09: There is no significant difference of total asset turnover between Takaful and 
Conventional Insurance companies in Malaysia. 
H19: There is significant difference of total asset turnover between Takaful and 
Conventional Insurance companies in Malaysia. 
1.10 Conclusion  
This chapter discussed the introduction of Takaful and conventional insurance in 
Malaysia including a background of Takaful and insurance system, comparison of 
Takaful and conventional insurance. The researcher also explains the problem 
statement, research question, research objective, significant of study, scope, and 
limitation of the study and hypothesis of this study. Next, discuss details in literature 
review based on the previous research about financial performance between Takaful 
and conventional insurance company. Moreover, consider financial ratio based on 
solvency ratio, liquidity ratio, profitability ratio, underwriting performance and 






In this chapter, it will include the scenario of financial performance in insurance 
institution from other countries, review from relevant article or journals which is 
linked to Takaful and conventional insurance in Malaysia. In addition, in this chapter 
include the previous research on financial performances of Takaful and conventional 
insurance companies, solvency ratio, liquidity ratio, profitability ratio, underwriting 
performance and operating efficiency ratio.  
The scenario of financial performance in insurance institution each country is 
difference.  Based on the previous study, there are several countries involved in 
measuring on the financial performance of insurance institution which is in Malaysia, 
Brunei, Iran, Pakistan and Bahrain. According to Saad and Idris (2011) found that 
the performance of the insurance industry is crucial in facing the industry challenges 
in Malaysia and Brunei. Moghadam et al., (2012) stated that insurance companies 
had significant difference in performance of the insurance industry in Iran.  
Moreover, Afza and Asghar (2012) based on their research measuring financial 
performance of the insurance institution showed better performance in the scenario 
of insurance industry in Pakistan. Hafiza and Zeeshan (2014) in their research in 
Pakistan proved that Islamic insurance show the significant result in insurance 
industry by measuring financial performance between both institutions. According 
Hidayat and Abdulla (2015) found that conventional insurance companies performed 
better than Takaful companies based on measuring the financial performance for 
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both institutions in Bahrain. Overall, measuring the financial performance in 
insurance institution will give clear picture on the scenario in insurance industry in 
the country. 
2.1  Conceptual Framework 
Based on the conceptual framework in this research used the financial performance 
between Takaful and Conventional Insurance companies in Malaysia as input for the 
dependent variable. Therefore, the independent variable for this research is financial 
ratio towards the accomplishment of financial performance between Takaful and 
conventional Insurance companies such as solvency ratio, liquidity ratio, profitability 
ratio, underwriting performance and operating efficiency ratio. The conceptual 
framework in figure 2.1 below shows the dependent variable and independent 
variable for this study.   














performance  Profitability Ratio 
Underwriting Performance 
Operating Efficiency Ratio 
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2.2 Financial Performance  
Financial performance can be defining as one of various types of mathematical 
measures to estimate the ability of company using its resources to make a profit 
(Financial Dictionary, 2015). Financial performance refers to the profitability and 
can be measured by return on sales, return on investment and return on assets define 
by Homburg, Hoyer, and Fassnacht, (2002). Moghadam et al., (2012) stated that to 
identify the top competitor and to gain competitive advantage in the insurance 
industry it is compulsory measuring the financial performance for the sake of 
promotion in Takaful and conventional insurance companies.  
In improving the operating financial performance in Takaful companies, Takaful 
operator need to find other alternative method, this is because due to challenging 
from the competition and changing regulatory environment in the insurance industry. 
Saad et al., (2006) stated that in globalization period as one of the factor that 
influences Malaysia financial system and give effect on financial performance for 
both companies which is Takaful and conventional insurance.     
In measuring the financial performance between Takaful and conventional insurance 
companies there has a few similarities (Bank Negara Malaysia, 2009). As stated by 
Bank Negara Malaysia, both sector measure the same nature of product in measuring 
the financial performance in insurance industries. Takaful and conventional 
insurance are regulated by Bank Negara Malaysia, thus both companies have similar 
rule and regulation. According to Adams and Buckle (2003), it is essential to 
measuring financial performance in both industries because by looking at their 




Conventional insurance known as a dominant player in insurance industry based on 
comparing their financial performance from March to December in 2011 at Iran 
(Moghadam et al., 2012). According to Moghadam et al., (2012), in achieve 
competitive advantage in insurance industry it is compulsory measure the financial 
performance. By using method analysis of Descriptive statistic and ANOVA in 
measuring the financial performance can identify the top competitors in the market. 
This study is done in Iran by comparing in compensation ratio and growth rate of 
manufacturing premium among the insurance companies. The results concluded that 
insurance companies had a significant difference regarding performance.  
In measuring the financial performance of insurance companies in Pakistan, Hafiza 
and Zeeshan (2014) applied the Descriptive statistic and ANOVA analysis. The 
result from the research indicates that Takaful companies achieve better financial 
performance. Hence, from the result it shows that, it is significant and proved 
Takaful company liquidity is higher. In addition, Takaful companies show a 
significant result for risk, solvency ratio and equity liability ratio. By using the T-test 
method the result shows Takaful companies are performing better than the 
conventional insurance companies. 
Norma Md. Saad (2012) applied statistic envelopment analysis Malmquist index 
method to measure the effectiveness of financial performance between Takaful and 
conventional insurance companies in Malaysia from year 2007 to 2009. Malmquist 
index method is used to test the significant result for both companies. The 
commissioning and management of expenses as the input segment while premium 
and net investment income as output segment. The result indicate that conventional 
insurance company are performed better in financial performance than Takaful due 
to Takaful development has to face lot of challenges and issues.   
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Yusop et al., (2011) in their recent empirical study in financial performance for both 
insurance industries used nineteen companies as a sample to investigate the 
significant of dissimilarities between Takaful and conventional insurance. The result 
indicates that substantial differences exist. By Variable Return to Scale (VRS), 
Constant Return to Scale (CSR) tests, Scale Efficiency (SE) and Pure Technical 
Efficiency (PTE), they find that conventional insurance companies are performed 
better than Takaful companies. Hence, from the research it indicates that Takaful 
industry needs to grow.   
Financial performance indicator in Takaful and conventional insurance companies in 
Malaysia can be measured in term of solvency ratio, liquidity ratio, profitability ratio, 
underwriting performance and operating efficiency ratio. 
2.3 Solvency Ratio  
Solvency ratio can be defined as the ability of a company to meet its long-term debts. 
Moreover, the solvency ratio also as a size of a company’s after-tax income, not 
counting non-cash depreciation expenses, as contrasted to the total debt obligations 
of the firm (Soekarno and Azhari, 2009). Solvency ratio acts as a tool to measure the 
ability of the company to meet the long-term financial obligation. This ratio is used 
to know the level of debt that company has and whether this level of debt is 
appropriate for the company or not.   
In measuring the financial performance of insurance companies, solvency ratios are 
used by calculating using formula in financial statement. Solvency ratio has been 
done in Pakistan which has two type debt-equity ratio and debt to total asset ratio. 
The finding from the research shows that solvency ratio as the measurement for the 
financial performance of Takaful company in Pakistan (Hafiza and Zeeshan, 2014). 
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Solvency ratio are used in Bahrain to measure the financial performance between 
Takaful and Insurance (Hidayat and Abdulla, 2015). Moreover, there also has 
researcher from Malaysia that studied about solvency ratio to measure performance 
only for Insurance companies (Saad and Idris, 2011).  
According to Shiu (2004) stated that financial performance of Takaful and insurance 
companies might improve through higher solvency to more stable that will contribute 
towards their company’s revenue. Solvency ratio is used to measure the ability of 
company for running in the long-term period (Horngren et al., 1996). Moreover, 
solvency ratio acts as a size of capital in the company where it assists in risk 
management in the claim that cannot be absorbed. According to Fridson and Alvares 
(2011), solvency ratio is mainly used to measure the ability of the company to 
survive in the market and meet the objective of solvency where higher the stability it 
makes stronger and healthier the company position.  
Overall, solvency ratio is helpful in measuring financial performance in Takaful and 
conventional insurance companies in Malaysia in term of measuring both companies’ 
ability for long-term survival. Solvency ratio is determined insurance companies’ 
ability to their liability and achieves profitability. 
2.4 Liquidity Ratio.     
Liquidity ratio can be defined as ratio that measures the capability of companies to 
meet short-term financial requirement on time (Financial Dictionary, 2015). 
Liquidity ratios are used in measuring the financial health of company. Besides that, 
liquidity also known as majoring in measured the capabilities of company to 
encounter its debt obligation or short-term liability. The significant result in liquidity 
24 
 
ratio shows when more than one it indicates the company in good financial health 
which able to cover the debt (Hafiza and Zeeshan, 2014).  
Ozkan (2001) stated that liquidity ratio indicates the liquidity position of the 
company besides measure the capability of the company to cover short-term 
liabilities. The finding indicates that the higher liquidity ratio for the company make 
the company excessive capability to cover the short-term requirement and obligation. 
Besides that, Adam and Buckle (2003) stated that liquidity are measure in term of 
capability of manager to fulfil their commitment to policyholder and creditors in 
insurance and reinsurance company without increasing profit from underwriting and 
investment activities and liquidate financial assets. According to Adam and Buckle 
(2003), the highest liquidity in insurance company it shows that need for 
management to improve their financial performance. 
Therefore, liquidity ratio is used to assess the financial performance of an insurance 
industry between Takaful and conventional insurance in Malaysia to meet the short-
term financial obligation. 
2.5 Profitability Ratio  
Profitability ratio can be defines as generating the revenue or earning for the 
companies. Generally, profitability ratio is used in measure the financial performance 
in insurance companies to evaluate the performing in term of profit (Encyclopedia of 
Management, 2015). Based on the research by Hafiza and Zeeshan (2014) in 
Pakistan, profitability ratio consists of return on average asset and return on average 
equity. However, the finding indicated that between Takaful and conventional 
insurance companies there are not significant. From the study, the data were 
collected in 15 general insurance and 4 Takaful companies from year 2008 to 2011.  
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According to Koller (2011), the reliable and most important indicator in insurance 
companies to increase its income level by profitability ratio. The efficiently of 
financial performance of Takaful and conventional insurance can be determined by 
on how the companies manage their revenue, cost of operation and profit to more 
stable in financial industry in Malaysia. The result shows that, the major element to 
measure the financial performance of Takaful and conventional insurance companies 
by using the profitability ratio.   
Afza, and Asghar (2012) analysed between economic transformation and efficiency 
in the insurance companies in Pakistan from year 2003 to 2007 had relationship. The 
financial data was taken from 33 insurance companies in Pakistan based on their 
annual financial report. The result indicates that size, profitability, leverage and 
investment have significant in efficiency for financial performance in insurance 
companies. In addition, based on the result, it shows that non-life insurance 
performed better than the life insurance in Pakistan. Life insurance are related 
positively with claim variable, meanwhile there are negative related for non-life 
insurer. Overall it shows that financial reform in Pakistan show better performance 
for insurance companies.  
Thus, profitability ratio is useful in measuring financial performance in Takaful and 
conventional insurance in Malaysia in term of providing financial health to insurance 
companies by generating earning in term of sales, asset and equity. The higher profit 






2.6 Underwriting Performance 
An insurance company uses the combined ratio as a measurement of the company 
underwriting performance and day to day operation efficiency in comparison with 
the Takaful. According to Greena and Seegal, (2004) the ratio indicate the sufficient 
of premium calculated to cover the cost of the claim. Accounting, Auditing and 
Governance Standard for Islamic Financial Institutions (AAOIFI), (2008) defined 
underwriting performance related to the expenses from claim need to be borne by the 
shareholder to cover all the application by deduction from the risk of the fund.  
An increase in premium growth could improve the financial performance of 
insurance companies as it provides inflows of income to the company. Shiu (2004) 
stated that, insurance companies will be facing the difficulty in survive in financial 
problem if has changes in underwriting performance. Hidayat, and Abdulla, (2015) 
based on their research in Bahrain stated in calculating underwriting performance 
consists of claim ratio, expenses ratio and commission ratio. However, as far as 
researcher search in Malaysia there have not done yet regarding on the financial ratio 
in term of underwriting performance to measure financial performance between 
Takaful and Conventional Insurance. Overall, underwriting performance is useful in 
measuring financial performance in Takaful and conventional insurance in Malaysia 
in term of calculating the sufficiency premium to cover all the cost of expenses.   
2.7 Operating Efficiency Ratio  
Operating efficiency ratios can be defined as activity ratios which are measure how 
well companies utilize their assets to generate income. Operating efficiency ratios 
refer at the time companies takes to convert inventories into sales or cash and collect 
cash from their customer. These ratios are used to improve the company financial 
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performance as well as for investors and bankers looking at the profitability of the 
company.  
Moreover, operating efficiency ratios provide on how effectively the company is, and 
managing its resources while using it day to day activities and without keeping it on 
hand for unnecessary lengths of time. According to Hidayat and Abdulla, (2015), 
their research in Bahrain in operating efficiency ratio only involved total asset 
turnover. However, as far as researcher search, there is no research done yet in 
Malaysia used operating efficiency ratio to measure financial performance between 
Takaful and Conventional Insurance. 
Operating efficiency ratio is very useful in a measure the financial performance in 
Takaful and conventional insurance in Malaysia because we can see their ability in 
managing the resources. Overall operating efficiency ratio measure on how the active 
company in using capital and managing resources in the day to day business activity. 
2.8 Conclusion  
In this chapter has been discussing on the previous study about financial performance 
between Takaful and conventional insurance company, based on solvency ratio, 
liquidity ratio, profitability ratio, underwriting performance and operating efficiency 
ratio. In this study examined the previous research study on the financial 
performance of the insurance company which is Takaful and conventional insurance 
companies that have been done. Therefore, this study attempts to fill the gap by 
extending the work established in the previous study. This study will discuss more 
details in methodology in the next chapter which is presented on how to calculate 






This research is to compare the financial performance of Takaful and Conventional 
insurance companies in Malaysia based on the previous study done by another 
researcher in other countries. A financial ratio used as a critical indicator to compare 
the financial performance of Takaful and Conventional insurance companies. This 
study is intended to identify how far and in which respect the financial performance 
of the Takaful industry are differing from Conventional insurance industries 
concerning solvency, liquidity, profitability, underwriting performance and operating 
efficiency. This chapter describes the methodology of this research is conducted. It 
comprises the research design, instrument and data collection, and data analysis. 
3.1 Research Design  
The secondary data had been chosen as tool in this study because provide a lot of 
useful and beneficial information regarding the financial performance of Takaful and 
conventional insurance company in Malaysia. This study used quantitative method to 
measure the financial performance between Takaful and conventional insurance 
companies in Malaysia by using the financial statement. In this research, researcher 
used statistical tools and the interpretation of the result of the analysis will be used 






Table 3.1 below shows the listed Takaful and Conventional Insurance Company in 
Malaysia until 2017 based on the listed in Bank Negara Malaysia.  
Table 3.1 
List of the Takaful and Conventional Insurance company in Malaysia. 
TAKAFUL CONVENTIONAL INSURANCE 
1. Hong Leong MSIG Takaful Berhad 1. AXA Affin General Insurance Berhad 
2. AmMetLife Takaful Berhad 2. Berjaya Sampo Insurance Berhad 
3. Etiqa Takaful Berhad 3. Danajamin Nasional Berhad 
4. HSBC Amanah Takaful (Malaysia) 
Berhad 
4. Lonpac Insurance Berhad 
5. Zurich Takaful Malaysia  5. MPI Generali Insurance Berhad 
6. Prudential BSN Takaful Berhad 6. Pacific & Orient Insurance Co. 
Berhad 
7. Sun Life Malaysia Takaful Berhad 7. Progressive Insurance Berhad 
8. Syarikat Takaful Malaysia Berhad 8. RHB Insurance Berhad 
9. Takaful Ikhlas Berhad 9. Tune Insurance Malaysia Berhad 
10.  AIA Public Takaful Berhad 10. Am General Insurance Berhad 
11. Great Eastern Takaful Berhad 11. MSIG Insurance Malaysia Berhad 
 12. AIG Malaysia Insurance Berhad 
 13. Tokio Marine Insurance Malaysia 
Berhad 
 14. Great Eastern General Insurance 
Malaysia Berhad. 
 15. Pacific Insurance Berhad 
 16. Liberty Insurance Berhad 
 17. Allianz Affin General Insurance 
Berhad 
 18. QBE Insurance Malaysia Berhad 
 19. Chubb Insurance Malaysia Berhad 




However, for this study, the researcher needs to find the company with complete 
financial data from year 2007 until 2016. Therefore, only seven selected Takaful and 
conventional insurance companies have been selected for this study. The chosen 
companies state in table 3.2 below.   
Table 3.2  
List of selected Takaful and Conventional Insurance company. 
Sources: Bank Negara Malaysia (2018) 
 
3.2 Population and Sample of the study  
Seven Takaful (out of 11 Takaful companies) and seven conventional insurances (out 
of 19 conventional insurance companies) in Malaysia are selected for this study. The 
selected Takaful and conventional insurance are chosen based on their completion of 
financial data. Data for the research were obtained from the year 2007 to 2016.  
 
 
TAKAFUL CONVENTIONAL INSURANCE 
1. HSBC Amanah Takaful (Malaysia) 
Berhad 
1. Tune Insurance Malaysia 
Berhad 
2. Syarikat Takaful Malaysia Berhad 2. RHB Insurance Berhad 
3. Etiqa Takaful Berhad 3. AXA Affin General Insurance 
Berhad  
4. Zurich Takaful Malaysia 4. Multi-Purpose Insurance 
Berhad 
5. Takaful Ikhlas Berhad 5. Allianz Affin General Insurance 
Berhad  
6. Prudential BSN Takaful Berhad 6. QBE Insurance Malaysia 
Berhad 




3.2.1 Data collection   
To fulfil the objective of the study, data was gathered from secondary sources mainly 
from the annual report of the selected Takaful and conventional insurance 
companies. The data was collected through library research, web, previous research, 
and extracted from the respective company’s annual report of both Takaful and 
conventional insurance companies from the period 2007 to 2016 are used for ratio 
analysis.  
3.2.2 Scope of study 
The scope of this study is collected of previous financial statement an annual report 
that had been published in ten years which is from year 2007 to 2016 by Takaful and 
Conventional Insurance companies in Malaysia. Researcher only used previous year 
of financial statement an annual report that had been ultimately published due to 
incomplete of latest data in year of 2017.   
The researcher selected only seven Takaful companies and Conventional insurance 
because due to lack of information in the financial statement that researcher can get 
in other companies within the years 2007 to 2016. The selected Takaful and 
Conventional insurance companies are based on the list from the Bank Negara 
Malaysia (BNM) 2018 which specified for general Takaful and Conventional 
insurance companies.    
 3.3 Financial Performance Ratio 
Based on the previous study, different types of ratio have been used by past 
researcher in measuring the financial performance of insurance institution. In this 
study, the researcher used financial ratio to evaluate the financial performance of 
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Takaful and conventional insurance companies. There are five type of financial 
performance ratio is being used in this study which is solvency ratio, liquidity ratio, 
profitability ratio, underwriting performance and operating efficiency ratio. Based on 
the table 3.3 below shown summarize the indicator on the financial ratio that has 
been used by the previous study in measuring the financial performance of Takaful 
and conventional insurance companies.  
Table 3.3 
List the author and financial ratio that has been used from previous study in measuring the financial 
performance in Takaful and conventional insurance companies. 
 
 
NO AUTHOR / YEAR TITLE INDEPENDENT VARIABLE 
1 Saad and Idris 
(2011) 
 
Efficiency of life insurance 
companies in Malaysia and 
Brunei: a comparative 
analysis. 
• Increased competition, 
• consolidation, 
• solvency risks  
• changing regulatory 
environment 




of Insurance Companies in 
Iran. 
• Compensation ratio, 
• Growth rate of 
manufacturing 
premium. 
3 Afza and Asghar 
(2012) 
 
Financial reforms and 
efficiency in the insurance 
companies of Pakistan. 
• Size,  
• profitability, 
• leverage, 
• Investments had the 
main drivers of 
efficiency. 




of Islamic and 
conventional insurance 
companies in Pakistan. 
• profitability, 
• liquidity,  
• risk and solvency 
• Capital adequacy. 
5 Hidayat and 
Abdulla (2015) 
 
A Comparative Analysis 
on the Financial 
Performance between 
Takaful and Conventional 
Insurance Companies in 
Bahrain. 
 
• Solvency Ratio 
• Liquidity Ratio 
• Profitability Ratios 
• Underwriting 
Performance Ratios 
• Operating Efficiency 
Ratio (activity ratio) 
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In this study, researcher follows the research done by Hidayat and Abdulla in 
Bahrain in 2015. Search has been done so far there is no study conducted in Malaysia 
in measuring the financial performance of Takaful and conventional insurance 
companies based on financial ratio in solvency, liquidity, profitability, underwriting 
performance and operating efficiency ratio. However, this study is differing from the 
research done by Hidayat and Abdulla in Bahrain in 2015 in term of year. Hidayat 
and Abdulla in their research in 2015 only measure financial performance for 
Takaful and conventional insurance companies in Bahrain for six year from year 
2006 to 2011. This study conducted in Malaysia by comparing financial performance 
of Takaful and conventional insurance companies for longer period which is 10 years 
from year 2007 until 2016.  
The financial ratio are involved in measuring financial performance between Takaful 
and conventional insurance companies in this study are solvency ratio, liquidity ratio, 
profitability ratio, underwriting performance and operating efficiency ratio. 
However, the equation on the financial ratio that researcher used for this study in 
measuring comparative financial performance between Takaful and Conventional 
insurance in Malaysia are differ with the past research done by Hidayat and Abdulla 
in Bahrain in 2015.  
3.3.1 Mode of Analysis  
In this study, researcher analyses the data by employing ratio analysis, graph, 
descriptive statistics and paired T-test. A personal computer does the entire review 
for this study. Statistical Package for Social Science (SPSS) version 22.0 was used to 
analyse the data especially descriptive analysis to satisfy the objective, paired T-test 
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to accept or rejected the hypothesis of the study and draws the conclusion which is 
well known statistical package in current practice.  
3.3.2 Solvency Ratio 
The solvency ratio of a Takaful and conventional Insurance company is the size of its 
capital relative to premium written. Following formula can calculate solvency ratio: 
 Solvency Ratio = Net Asset / Net Earned Premium 
3.3.3 Liquidity Ratio  
Liquidity ratio is to measure financial performance between Takaful and 
conventional insurance concerned with the firm ability to meet its day-to-day 
operating expenses and satisfy its short-term obligations. It is whether a company has 
adequate cash and other liquid assets on hand to pays its debt and operating needs in 
timely. Liquidity ratio can be categorized into three which is the current ratio, net 
working capital, and cash ratio. Liquidity ratio can calculate by following formula: 
Current Ratio = Current Asset / Current Liability 
Net Working Capital = Current Asset – Current Liability 
Cash Ratio = Cash / Current Liabilities 
3.3.4 Profitability Ratio 
Profitability is a relatively to measure the success of the companies. There are 
different types of profitability ratio which measures related the return of a company 
to its sales, assets or equity. In profitability ratio study, it can be categorized into two 
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categorized which is net profit margin and gross profit margin. The profitability ratio 
can be calculated by using following formula. 
Net Profit Margin = Net Profit / Sales x 100 
Gross Profit Margin = Gross Profit / Sales x 100 
3.3.5 Underwriting Performance 
Underwriting Performance measure of profitability used by an insurance institution 
to indicate how the insurance institution performed in daily operations. In 
underwriting performance, it can be calculated by following formula: 
  Underwriting Performance = Incurred Loss + Expenses / Earned Premium 
3.3.6 Operating Efficiency Ratio  
Operating efficiency ratio is used to evaluate insurance institution in managing its 
assets. Operating efficiency ratio compared sales to various assets categories to 
measure the company in utilizing the assets. Operating efficiency ratio can be 
categorized into two which is account receivable turnover and total asset turnover. 
Operating efficiency ratio can be calculated by following formula: 
  Account Receivable Turnover = Sales / Account receivable 
  Total Asset Turnover = Sales / Total Assets 
3.4 Data Analysis and Interpretation 
In this study, the financial data has been collected from each company’s financial 
report from year 2007 to 2016. This study compares the financial performance of 
Takaful and Conventional insurance companies in Malaysia. This method of 
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comparison is used common financial ratio. The financial ratio is the most popular 
analysis technique used to measure company strength and weakness as compared to 
other companies (Wild et al., 2004). Additionally, the descriptive statistic and t-test 
are used to test the significant difference between a ratio of Takaful and 
Conventional insurance companies. The analysed of data using some statistical tools 
and the interpretation of the result on this study by using the SPSS software version 
22.0. 
3.4.1 Descriptive statistic 
The descriptive statistic is used in this study to describe and measure the primary 
feature of the data. Descriptive statistic provides simple summaries about sample and 
measures. It also used to present the quantitative descriptions in a manageable form. 
In this research have lots of standard, descriptive statistic help to simplify a 
significant amount of data sensibly.  
3.4.2 T-test  
T-test analysis is used to test whether there is a significant difference between the 
financial performance of Takaful and Conventional insurance companies in term of 
solvency, liquidity, profitability, underwriting performance and operating efficiency.   
3.5 Conclusion 
This chapter ensure that answered the research problem and research question in this 
study. Moreover, this chapter also wants to provide an excellent details explanation 
of data collection, a method of data analysis and the sample of selection of the study 
that will be conducted soon. Furthermore, this research paper will discuss more 




RESULTS AND DISCUSSION  
4.0  Introduction 
This chapter present the data analysis result from financial statement of Takaful and 
conventional insurance companies from 2007 to 2016. This study is designed to 
determine the financial performance between Takaful and conventional insurance 
companies in Malaysia. The purpose of this chapter is to answer the research 
objective of this study by testing the hypothesis. In this part the researcher will 
discuss the financial ratio by using the descriptive statistic, T-test and summarizes of 
financial ratio.  
4.1 Ratio Analysis  
For the purpose of this study, the ratio analysis on solvency ratio, liquidity ratio, 
profitability ratio, underwriting performance and operating efficiency ratio are 
calculate in order to compared financial performance between Takaful and 
conventional insurance. 
4.1.1 Solvency Ratio 
Table 4.1 summarizes the average of solvency ratio result for Takaful and 
Conventional Insurance companies in Malaysia from 2007 to 2016. 
Table 4.1 
Solvency Ratio for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 4.21 5.13 4.93 6.09 6.66 7.14 6.51 6.52 8.10 8.76 
Conventional 
Insurance 





Figure 4.1  
Solvency Ratio for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016. 
 
Solvency ratio in insurance institution refers as ability of companies to pay claims 
and meet long term obligation. Solvency ratio is a main factor in Takaful and 
conventional insurance company to survive for long term. A higher solvency ratio 
indicates strong both institutions profile and afford to pay its claims and survive in 
long term. However, the lower solvency ratio can lead to probability both institution 
will default on debt obligation.  
Figure 4.1 above shows the level of solvency for Takaful and conventional insurance 
companies in Malaysia from 2007 to 2016. Takaful and conventional insurance 
companies in Malaysia have equal increase in solvency position from year 2007 to 
2016. It indicate that both institution in strong position and can survive in long term. 
Takaful and conventional companies perform effectively in year 2016 as show in 
figure 4.1. In 2013 from the figure 4.1 shows the lowest trends which 0.35 the gap 
different in Takaful and 0.66 the gap difference for conventional insurance compared 


























4.1.2 Liquidity Ratio 
In liquidity ratio there are three types involve in measuring financial performance 
between Takaful and conventional insurance companies in Malaysia from 2007 to 
2016 which is current ratio, net working capital and cash ratio.  
4.1.2.1  Current Ratio 
Table 4.2 summarizes the average of current ratio result for Takaful and conventional 
insurance companies in Malaysia from 2007 to 2016.  
Table 4.2   
Current Ratio for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 3.13 2.63 3.47 3.94 4.76 5.99 6.02 3.83 5.16 3.89 
Conventional 
Insurance 
3.41 3.61 4.67 4.03 3.22 4.40 4.89 4.43 5.35 5.00 
 
 
Figure  4.2.    
Current Ratio for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016. 
 
Current ratio is part of liquidity ratio which representing on how insurance institution 
can pay off short-term debt with their asset either with inventories, cash and 
receivable.  In insurance institution, current ratio measures the ability to pay the 
short-term obligation for the companies. The higher the current ratio in both 




















Based on the table 4.2 and figure 4.2 shows same equal increase in current ratio from 
year 2007 to 2016. In year 2012 to 2013, Takaful and conventional insurance 
companies increase consistently in current ratio. In year 2008 for Takaful companies 
shows the lowest current ratio which 2.63 compared last year 3.13. In conventional 
insurance, the lowest current ratio is 3.22 compared with previous year the gap is 
0.81. In year 2016 conventional insurance perform better than Takaful companies 
where the difference between two ratios is 1.11 times. From the figure 4.2 shows that 
both institution are capable to pay their creditor.  
4.1.2.2  Net Working Capital   
Table 4.3 summarizes the average of net working capital result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.3   
Net Working Capital for Takaful and Conventional Insurance companies in Malaysia from 2007 to 
2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 357996 380493 442935 339889 321568 383828 351355.30 212881 204238.40 225858 
Conventional 
Insurance 
305798 308409 311479 312991 394321 402368 391450 421420 321783 356520 
 
 
Figure  4.3  
























Net working capital manage current asset and current liabilities to minimum the risk 
and maximizing return on asset. For positive net working capital, current liabilities 
should less than current asset. When positive net working capital indicates makes the 
insurance institution have sufficient current liabilities. In negative net working 
capital shows hazard in term of liquidity for the insurance institution. The most 
important in net working capital are investor and lender looking company which 
always maintain their financial position.  
Based on the table 4.3 and figure 4.3 summarizes net working capital result of 
Takaful and conventional insurance companies in Malaysia from year 2007 to 2016. 
From the table and figure 4.3 shows that in year 2007 to 2009 are constantly increase 
for Takaful and conventional insurance. Both institutions are more stable in 
managing and utilizing their asset for year 2007 to 2009. Net working capital in year 
2013 to 2015 for Takaful and conventional insurance companies are decrease. 
However both institutions are improving in 2016 from the last year which RM 
21,619.60 for Takaful and RM 34,737 for conventional insurance.   
4.1.2.3  Cash Ratio 
Table 4.4 summarizes the average of cash ratio result for Takaful and conventional 
insurance companies in Malaysia from 2007 to 2016.  
Table 4.4 
Cash Ratio for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.27 0.15 0.30 0.42 0.35 0.31 1.15 0.45 0.69 0.68 
Conventional 
Insurance 





Figure  4.4    
Cash Ratio for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016. 
 
Cash ratios are important part in liquidity ratio and usually in measuring the liquidity 
of the company cash ratio are commonly used. Generally, cash ratio refers as 
insurance institution ability to pay their obligation liabilities by using cash only 
without selling their asset. The lower cash ratio which is less than 1 indicates the 
company has lower cash reserve and insufficient cash in hand to pay the debt in 
short-term obligation. However, the higher cash ratio which indicates the value more 
than 1 means company has ability to cover the debt by cash and have cash remaining.  
Based on table 4.4 and figure 4.4 shows the cash ratio flows in Takaful and 
conventional insurance companies are not consistence increase. In year 2007 to 2010 
it shows that in increasing trend in Takaful company compared to conventional 
insurance. In 2013 it shows Takaful company have the highest cash ratio 1.15 times, 
which indicates the company are able to pay the liabilities in short-term by cash and 
having cash remaining. However, in year 2014 to 2016 Takaful company drop in 























4.1.3 Profitability Ratio 
In profitability ratio there are two types involve in measuring financial performance 
between Takaful and conventional insurance companies in Malaysia from 2007 to 
2016 which is net profit margin and gross profit margin.  
4.1.3.1  Net Profit Margin 
Table 4.5 summarizes the average of net profit margin result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.5   
Net Profit Margin for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016 
(%). 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.09 0.11 0.11 0.10 0.15 0.15 0.15 0.15 0.19 0.23 
Conventional 
Insurance 
0.086 0.085 0.084 0.14 0.12 0.12 0.16 0.17 0.15 0.19 
 
 
Figure 4.5     
Net Profit Margin for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016 
(%) 
 
In analyze financial performance insurance institution, net profit margin are useful 
for the purpose of long-term evaluation of companies. The changes net margin from 



















amount of claim receive by the both institution. In Takaful and conventional 
insurance company, the smallest changes either pricing or cost structure will affect 
the ability of company in generating profit.   
Based on table 4.5 and figure 4.5 summarize the net profit margin result that indicate 
for both institution. In net profit margin result, Takaful and conventional insurance 
companies are same steadily same increase in range between 8 percent to 20 percent 
from year 2007 to 2016. For four consecutive years from 2011 to 2014 show the 
same amount of Takaful companies maintain their net profit which is 15 percent. 
From the figure 4.5 shows that both institutions are perform most effectively in year 
2016 with 2.3 percent for Takaful and 1.9 percent for conventional insurance.  
4.1.3.2  Gross Profit Margin 
Table 4.6 summarizes the average of gross profit margin result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016. 
Table 4.6   
Gross Profit Margin for Takaful and Conventional Insurance companies in Malaysia from 2007 to 
2016 (%). 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.48 0.54 0.58 0.53 0.70 0.66 0.65 0.72 0.67 0.67 
Conventional 
Insurance 





Figure 4.6  
Gross Profit Margin for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 
2016 (%). 
 
Gross profit margin is used to measure the company health by looking at the 
proportion of money left from revenues. In gross profit margin in term of 
profitability ratio, evaluate the insurance institution financial performance in 
providing service or product compared to its counterpart. In Takaful and 
conventional insurance company, the higher or efficient the premium can make the 
highest gross profit margin. In reducing the loss of the company should increase the 
sale. 
Based on table 4.6 and figure 4.6 summarize the gross profit margin result for 
Takaful and conventional insurance companies have improvement where it is slightly 
same increase in range between 4 percent to 7 percent from year 2007 to 2016. In 
year 2016, for Takaful company shows the same increasing with last year which 67 
percent and 5 percent increase for conventional insurance compared with last year. It 


























4.1.4 Underwriting Performance 
Table 4.7 summarizes the average of underwriting performance result for Takaful 
and conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.7  
Underwriting Performance for Takaful and Conventional Insurance companies in Malaysia 
from 2007 to 2016. 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.20 0.30 0.22 0.24 0.31 0.39 0.36 0.38 0.37 0.42 
Conventional 
Insurance 
0.73 0.87 0.87 1.04 1.01 1.16 1.28 1.33 1.16 1.19 
 
Figure  4.7 
Underwriting Performance for Takaful and Conventional Insurance Companies in Malaysia from 
2007 to 2016. 
 
Underwriting performance is useful to insurance institution to improve their 
productivity and efficiency of the company. This ratio reflects the operation of 
insurance institution in their efficiency. Table 4.7 and figure 4.7 shows that 
conventional insurance have higher in underwriting performance than Takaful 
companies during the period from 2007 to 2016. In performing daily operation, 
conventional insurance are better in managing their expenses in 2014 which highest 





















cannot manage their expenses well. This indicates that throughout the year, Takaful 
companies not very well in managing the expenses.  
4.1.5 Operating Efficiency Ratio 
In operating efficiency  ratio there are two types that involve in measuring financial 
performance between Takaful and conventional insurance companies in Malaysia 
from 2007 to 2016 which is account receivable turnover and total asset turnover.  
4.1.5.1  Account Receivable Turnover 
Table 4.8 summarizes the average of account receivable turnover result for Takaful 
and conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.8 
Account Receivable Turnover for Takaful and Conventional Insurance companies in Malaysia from 
2007 to 2016. 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 4.48 4.34 4.77 5.24 4.84 5.19 5.62 6.12 7.33 7.73 
Conventional 
Insurance 




Account Receivable Turnover for Takaful and Conventional Insurance Companies in Malaysia from 
























In perspective insurance institution, account receivable turnover are used to evaluate 
the efficiently of the company in issuing credit to their customer and collect the fund 
from the customer based on time. In Takaful and conventional insurance company, if 
they are lack in collecting the credit from the customer it has potential loss in future 
earnings.  
Table 4.8 and figure 4.8 shows the account receivable turnover for Takaful and 
conventional insurance companies during the period from 2007 to 2016. Overall, 
Takaful companies have better account receivable turnover during the period than 
conventional insurance indicating Takaful companies efficient in collecting fund and 
credit from customer in a timely manner in 2016 which the highest 7.73 compared 
with conventional insurance 3.66 in same year. In term of stability, Takaful 
companies are more stable than conventional insurance. Conventional insurance are 
slightly decrease in account receivable turnover during the period.  
4.1.5.2  Total Asset Turnover 
Table 4.1.5.2 summarizes the average of total asset turnover result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.9    
Total Asset Turnover for Takaful and Conventional Insurance companies in Malaysia from 2007 to 
2016. 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.21 0.26 0.26 0.24 0.19 0.25 0.30 0.31 0.32 0.41 
Conventional 
Insurance 




Figure 4.9  
Total Asset Turnover for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 
2016. 
 
Total asset turnover indicates that the efficiently of the insurance institution in using 
the asset to generating sales. The highest the ratio shows that both institutions are 
always in better position. It also indicated that Takaful and conventional insurance 
company using the asset efficiently. However, the lower the total asset turnover 
means both institutions not using the asset efficiently and having the problem in 
management. By using total asset turnover in measuring the financial performance 
between Takaful and conventional insurance gives the creditor and investor overview 
on how the insurance company uses the asset to produce sales.   
The figure 4.9 shows the result for total asset turnover during the period 2007 to 
2016 where Takaful companies are better in utilize and manage their asset than 
conventional insurance during the period 2007 to 2016. The higher in total asset 
turnover show for Takaful companies in 2016 where 0.41 compared with previous 
year. For conventional insurance the highest ratios are in year 2013 which 0.28 
compared with year before where the ratio is lowest throughout the years which 
























 4.2 T-test 
T-test analysis is used in this study to test whether there is a significant difference 
between the financial performance of Takaful and conventional insurance companies 
in solvency ratio, liquidity ratio, profitability ratio, underwriting performance and 
operating efficiency ratio. The researcher used paired sample test in this analysis to 
know the relation between Takaful and conventional insurance. Table 4.10 shows the 
T-test results for Takaful and conventional insurance companies in Malaysia from 
2007 to 2016. 
Table 4.10 













Solvency Takaful 6.4050 1.40503 .129 .900 
Insurance 6.3580 .79631 
Current Ratio Takaful 4.2820 1.16083 -.056 .956 
Insurance 4.3010 .71584 
Net Working 
Capital 
Takaful 322104.1700 81216.43355 -.925 .379 
Insurance 352653.9000 45742.17190 
Cash Ratio Takaful .4770 .29223 3.091 .013 
Insurance .1700 .05754 
Net Profit 
Margin 
Takaful .1430 .04322 1.432 .186 
Insurance .13050 .37822 
Gross Profit 
Margin 
Takaful .6200 .08138 6.712 .000 
Insurance .4680 .03994 
Underwriting 
Performance 
Takaful .3190 .07738 -17.303 .000 








Insurance 3.6410 .89553 
Total Asset 
Turnover 
Takaful .2750 .06311 5.974 .000 






Based on the table 4.10 the result shows that Takaful companies in Malaysia have 
stable and stronger position in solvency ratio from year 2007 to 2016 than 
conventional insurance companies because Takaful had the highest in mean and 
standard deviation. However, there is no significant difference as shown by the result 
significant (2 tailed) the value 0.900 which is more than 0.05 (α = 5%). The findings 
indicated that H01 cannot be rejected, in other words there is no significant difference 
of solvency ratio between Takaful and conventional insurance companies in 
Malaysia.  
In term of liquidity on current ratio, conventional insurance companies are better 
than Takaful from year 2007 to 2016 because have higher mean. It shows that 
conventional insurance more liquid in asset and able to pay back to its depositor. 
However, for standard deviation Takaful company higher than conventional 
insurance. However, there is no significant difference as indicated by the value 0.956 
which is more than 0.05 (α = 5%). Therefore, in the second hypothesis H02 cannot be 
reject which indicated there is no significant difference in current ratio between 
Takaful and conventional insurance companies in Malaysia.  
In net working capital, the result shows conventional insurance companies are higher 
mean than Takaful from year 2007 to 2016. This show conventional insurance has 
sufficient fund to meet its current financial obligation. However, for the standard 
deviation, it shows that Takaful company is higher than conventional insurance. In 
result significant (2 tailed) there is no significant which the value 0.379 more than 
0.05 (α = 5%). Therefore, the finding indicated that H03 cannot be reject. In other 
words there is no significant difference in net working capital between Takaful and 
conventional insurance companies in Malaysia. 
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The table 4.10 reveals that Takaful companies in Malaysia during the period have 
better liquidity position in term of cash ratio as compared to the conventional 
insurance companies. Takaful have the higher mean than conventional insurance. 
Also, a standard deviation for Takaful company higher than conventional insurance. 
This shows that Takaful company can repay its current liabilities by only using its 
cash. In result of significant (2 tailed), there is significant difference which the value 
0.013 less than 0.05 (α = 5%). In the fourth hypothesis, the finding indicate that 
researcher reject the null hypothesis (H04).  In other words, there is significant 
difference of cash ratio between Takaful and conventional insurance companies in 
Malaysia. 
From the table 4.10 shows in term of profitability on net profit margin Takaful 
companies have the higher mean as compared to conventional insurance during the 
period 2007 to 2016. In standard deviation, conventional insurance is more elevated 
than Takaful companies. This shows that there is no significant difference which the 
value in significant (2 tailed) is 0.186 more than 0.05 (α = 5%). The finding indicated 
that H05 cannot be rejected, in other words there is no significant difference of net 
profit margin between Takaful and conventional insurance companies in Malaysia.  
The gross profit margin of Takaful companies is better than conventional insurance 
from year 2007 to 2016 shows in table 4.10. Moreover, the mean and standard 
deviation for Takaful companies is higher compared to conventional insurance. In 
result of significant (2 tailed), there is the significant difference which the value 
0.000 less than 0.05 (α = 5%). Therefore, researcher rejects the null hypothesis (H06). 
It indicates that there is significant difference of gross profit margin between Takaful 
and conventional insurance companies in Malaysia. 
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In term of underwriting performance, conventional insurance is highest mean and 
standard deviation compared to Takaful companies during the period from 2007 to 
2016. In result of significant (2 tailed), there is significant difference which the value 
0.000 less than 0.05 (α = 5%). The finding indicate that, the null hypothesis is reject 
(H07), in other words, there is significant towards the independent variables and 
dependent variables between underwriting performance ratio towards financial 
performance Takaful and conventional insurance companies in Malaysia.   
Finally, in term of operating efficiency ratio, account receivable turnover of Takaful 
companies are better than conventional insurance during the period. Takaful 
companies have the highest mean and standard deviation compared with 
conventional insurance companies in Malaysia. In result of significant (2 tailed), 
there is the significant difference which the value 0.005 same with which not more 
than 0.05 (α = 5%). Therefore, researcher reject null hypothesis (H08). There is a 
significant difference in operating efficiency ratio in term of account receivable 
turnover between Takaful and conventional insurance company in Malaysia. 
In total asset turnover based on the table 4.10 indicates that Takaful companies are 
more efficient than conventional insurance companies. Takaful companies have the 
highest mean and standard deviation compared with conventional insurance 
companies. In result of significant (2 tailed), there is the significant difference which 
the value 0.000 less than 0.05 (α = 5%). There is significant difference of total asset 
turnover between Takaful and conventional insurance companies in Malaysia. 





4.3 Summarizes of financial ratio  
Table 4.11 show the summarizes result of financial ratio for Takaful and 
conventional insurance companies in Malaysia from year 2007 to 2016. The 
summarizes of financial ratio below to indicated which companies are perform better 
in financial performance. The (*) indicates that which insurance institution are 
perform better in financial ratio.  
Table 4.11 
Summarizes financial ratio for Takaful and conventional insurance companies in Malaysia from year 
2007 to 2016.  
Ratio Takaful  Conventional Insurance Significant Test 
Solvency *  Not significant 
Liquidity: 
Current Ratio 
Net Working Capital 
Cash Ratio 
   
 * Not significant 
 * Not significant  
*  Significant 
Profitability: 
Net Profit Margin 
Gross Profit Margin 
   
*  Not significant 
*  Significant 
Underwriting Performance  * Significant 
Operating Efficiency: 
Account Receivable Turnover 
Total Asset Turnover 
   
*  Significant 
*  Significant 
 
The table 4.11 intended to identify the financial performance of Takaful and 
conventional insurance companies in Malaysia based on the financial ratio and 
significant result. Based on the table 4.11 shows that financial ratio can be classified 
into two groups which are for Takaful and conventional insurance companies. The 
group financial ratio for Takaful companies is solvency ratio, liquidity ratio in term 
of cash ratio, profitability ratio (net profit margin and gross profit margin) and 
operating efficiency ratio which is account receivable turnover and total asset 
turnover. While, the financial ratio group for conventional insurance is liquidity 
(current ratio and net working capital) and underwriting performance.  
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Based on the table 4.11 indicates that only four financial ratio are not significant in 
this study which represent the financial ratio in solvency, current ratio, net working 
capital and net profit margin. The significant result are represent financial ratio in 
cash ratio, gross profit margin, underwriting performance, account receivable 
turnover and total asset turnover. Thus, the significant result shows from the 
financial ratio in table 4.11 indicated that Takaful companies are performing better 
than conventional insurance company in Malaysia in term solvency ratio, liquidity 
ratio, profitability ratio and operating efficiency ratio.  
4.3 Conclusion  
This chapter presents a detailed explanation of the finding of this study. Researcher 
conducted in this study used descriptive analysis, T-test analysis and summarizes the 
financial ratio. Based on the report, a researcher evaluates the most influential 
variable towards the financial performance of Takaful and conventional insurance 
companies. The following chapter will discuss the conclusion and recommendation 




CONCLUSION AND RECOMMENDATION  
5.0 Introduction 
This chapter is includes discussion on the financial performance between Takaful 
and conventional insurance companies in Malaysia, conclusion of the overall and 
recommendation for future research.  
5.1 Discussion and Conclusion  
 This study discussed on the comparative financial performance between Takaful and 
conventional insurance companies in Malaysia based on financial ratio. In this 
research, only seven Takaful companies and seven conventional insurance 
companies are chosen from the whole companies in the industries. The statistical 
data analysis is used to measure the financial performance between Takaful and 
conventional insurance companies in Malaysia.  
From the previous study on the financial performance of Takaful and conventional 
insurance company that has been done in difference country shows that differences 
result on the financial performance. In comparative between Malaysia and Brunei 
insurance industry in 2011, the performance of the insurance is important in industry 
(Saad and Idris, 2011). In Iran, according to Moghadam et al., (2012) stated the 
performance of insurance companies are better in the industry. Afza and Asghar 
(2012) based on their research measuring financial performance of the insurance 
institution showed insurance industry are better performance in Pakistan. Moreover, 
Hafiza and Zeeshan (2014) research in Pakistan proved that Islamic insurance in 
financial performance between both institutions. Hidayat and Abdulla (2015) found 
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that conventional insurance companies performed better than Takaful companies in 
financial performance in Bahrain.  
 In analysing the variable which influences the financial performance of Takaful and 
conventional insurance companies in Malaysia, researcher focus in five independent 
variables such as solvency ratio, liquidity ratio, profitability ratio, underwriting 
performance and operating efficiency ratio. The finding of this study reveals that 
Takaful company are performed better than conventional insurance companies in 
Malaysia based on the independent variable. Takaful companies are performed better 
in term of solvency ratio, cash ratio (liquidity ratio), profitability ratio (net profit 
margin and gross profit margin) and operating efficiency ratio which is account 
receivable turnover and total asset turnover. While, for conventional insurance is 
liquidity (current ratio and net working capital) and underwriting performance.  
This finding support the report from Bank Negara Malaysia which stated that 
Malaysia Takaful sector continues in higher growth than the conventional industry, 
driven by a low base, stable domestic consumption and increasing consumer 
awareness. In general, Takaful grew by 5.8 percent compared to a growth in current 
2.6 percent in public insurance in 2016 (Bank Negara Malaysia, 2017).  Based on 
this study, researcher sees the future potential in Takaful industry to expend their 
business operation at global stage. Thus, through expending their business will make 







Today, increasing demand in insurance institution especially in Takaful industry, 
makes measuring financial performance are needed to evaluate their financial 
performance from time to time. Measuring financial performance for Takaful 
companies as a corrective activities for improving Takaful industries. However, due 
to the lack of data set and detailed ratios disclosure, for future study the researcher 
suggested and expected that the data set must involve a large number of years that 
required completing the same research.  
Besides that, competitive element, business model, changing customer needed and 
demands better product choice and customer friendly practice from Takaful is 
required to make Takaful industries are more known for Muslim and non-Muslim. 
Furthermore, Takaful creating difference type of product and promote the product 
through efficient and attentiveness such as online will catch the attention Muslim and 
non-Muslim as well.  
Promoting transparency, fairness and profit sharing as a unique feature in Takaful 
industries that make it differ from conventional insurance. The element of features 
should be implementing to all to make them see the different between both 
institutions. Due to lacking knowledge about difference between Takaful and 
conventional insurance, the awareness should be given. Takaful needs to build global 





Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI). 
(2008). Accounting, auditing and governance standards for Islamic financial 
institutions, Bahrain. 
Abdullah, Irwani. N, and Manjoo, F. (2011). Takaful. International Shari'ah 
Research Academy for Islamic Finance, Malaysia, pp. 499-548. 
Adams, M. and Buckle, M. (2003). The determinants of corporate financial  
performance in the Bermuda insurance market. Applied Financial Economics, 
Vol.13, pp. 133 - 143. 
Afza and Asghar (2012). Financial reforms and efficiency in the insurance 
companies Pakistan. African Journal of Business Management, Vol. 6, No. 
30, pp. 8957-8963. 
Alhabshi, D. O. S. and Bacha, O. (2011). Organizational form and efficiency: the  
coexistence of family Takaful and life insurance in Malaysia. Proceedings of 
the 2nd International Conference on Business and Economic Research, pp. 
1736-1751. 
Al Janahi, A. and Weir, D. (2005). Alternative Financial Rationalities in Managing  
Corporate Failure. Managerial Finance Vol.31 No.4, pp.34-45.  
 
Anwar and Habiba (2008). Islamic Finance: A Guide for International Business and 
 Investment. United Kingdom: GMB Publishing Ltd. 
 
Ayub, M. (2003). An introduction to Takaful – An alternative to insurance. Islamic  
Banking Department, State Bank of Pakistan, Karachi, pp.3.  
 
Bank Negara Malaysia (2009). Annual Takaful Statistics, Financial Stability and  
Payment  System Report 2009, pp. 11-48. 
 
Bank Negara Malaysia. (2005). Malaysia Takaful industry 1984-2004. Retrieved  
from http://www.bnm.gov.my/files/publication/tkf/en/2004/booklet.en.pdf  
Bank Negara Malaysia. (2011). Takaful Industry and Financial System in Malaysia.  
Retrieved from http://www.bnm.gov.my/index.php?ch=fs_mfs&pg=fs_mfs 
_bank   
Bank Negara Malaysia (2015). Financial stability and payment systems report 2014.  
Retrieved from http://www.malaysiantakafu.com.my/mta.optima.my/files 
/57/57cde02c-10fd-4335-9fe7-42aeb0fa4c67.pdf 
 
Bank Negara Malaysia (2018, April 20). Malaysia Takaful Growth Outpacing  






Bank Negara Malaysia (2018, May 1). Governor's Remarks at the Takaful Annual  
Dinner and Awards 2018: “Takaful industry at crossroads: A critical 
examination”. Retrieved from http://www.bnm.gov.my/index.php?ch=en_ 
speech&pg=en_speech &ac=793  
Billah, M. M. (2003). Islamic and Modern Insurance (Principles and Practices), pp.  
51-57. Kuala Lumpur, Malaysia: Ilmiah  Publishers  
 
CII (Chartered Insurance Institute).(2010). Insurance Business and Finance, London.  
Applied Financial Economics, pp.25- 30. 
 
Deloitte (2015). The Global Takaful Insurance Market Charting the Road to Mass   
Market. Retrieved from March 7, 2016. http://www.mifc.com.  
 
Encyclopedia of Management. (2015, May 8). Financial Ratio. Retrieved from 
Encyclopedia.com:http://www.encyclopedia.com/doc/1G3273100106.html. 
 
Financial Dictionary. (2015, May 11). Financial Performance. Retrieved from  
http://financialdictionary.  
 
Fidson and Alvarez. (2011). Insurance Business and Finance Industry, pp.31-34. 
 London: Financial Statement Analysis. 
Greene, W and Segal, D. (2004). Profitability and Efficiency in the US life Insurance  
Industry. Journal of Productivity Analysis, vol. 21, pp. 229-245. 
Hafiza and Zeeshan, (2014). Comparative performance of Islamic and conventional 
insurance companies in Pakistan. IOSR Journal of Business and Management 
(IOSR-JBM, Volume 16, Issue 6. Ver. II, pp 33-45. 
 
Hamid, M. A., Osman, J., and Nordin, B. A. A. (2009). Determinants of corporate  
Demand for Islamic Insurance in Malaysia. International Journal of 
Economics and Management, Vol.3, No.2, pp.278-296.  
 
Hidayat, S. E., and Abdulla, A. M. (2015). A comparative analysis on the financial 
 performance between takaful and conventional insurance companies in  
Bahrain during 2006-2011. Journal of Islamic Economics: Bank and 
Finance, Vol. 11,No.2, pp. 149-162. 
 
Homburg, C., Hoyer, W. D., and Fassnacht, M. (2002). Service orientation of a  
retailer's business strategy: Dimensions, antecedents, and performance 
outcomes. Journal of  Marketing, Vol. 66, No.10, pp.86-101.  
 
Horngren, Sundem and Stratton. (1996). Introduction to Management Accounting.  
London: Prentice Hell International, pp. 56-58.  
 
Hussain, M. M., & Pasha, A. T. (2011). Conceptual and operational differences  
between general takaful and conventional insurance. Australian Journal of 
Business and Management Research, Vol. 1, No.8, pp.23. 
61 
 
Jaffer, S., Farzana, Jabran, Unwin, L. (2015). Takaful (Islamic Insurance): Concept, 
 challenges and opportunities. The World Takaful Report. Retrieve from 
 http://ara.assaif.org/Workinggroups/Takaful.  
 
Koller, W. B. (2011). When growth is the problem, not the solution: An interview  
with Earl Eisenberg. Journal of Management Inquiry, Vol. 6, No.1, pp.62-68. 
 
Lim, J., Idris, M. F., & Carissa, Y. (2010). History, Progress and Future Challenge  
of Islamic Insurance (Takaful) In Malaysia. In proceedings from Oxford 
business and economics conference program. 
 
Moghadam, K. H., Atefi, Z., Barati, P., Omidi, M., and Zoghi, A. (2012).  
Performance Comparison of Insurance Companies. Interdisciplinary Journal 
of Contemporary Research in Business, Vol. 4, No. 7, pp. 318.  
 
Norma M. S., (2012). An Analysis on the Efficiency of Takaful and Insurance  
Companies in  Malaysia: A Non Parametric Approach. Review Integrative 
Business Economic Research Vol. 1, No. 1, pp.33-56. 
 
Obaidullah, M., (2005), Acceptance determinants towards takaful product. Islamic  
Financial Services. Islamic Research and Training Academy, Jeddah, Vol. 
44, No. 18, pp.44-45 
 
Ozkan, A., (2001). Determinants of Capital Structure and Adjustment to Long Run  
Target: Evidence from UK Company Panel Data”, Journal of Business 
Finance & Accounting, vol.28, pp. 1-2.  
 
Saad, N.M., Majid, M.S.A., Yusof, R.M., Duasa, J., and Rahman, A.R.A. (2006).  
Measuring efficiency of insurance and Takaful companies in Malaysia using 
data envelopment analysis (DEA). Islamic Economics, Vol. 10, No.2, pp. 5-
26. 
 
Saad, N.M. and Idris, N.H.E. (2011). Efficiency of life insurance companies in  
Malaysia and  Brunei: A comparative analysis. International Journal of 
Humanities and Social Science, Vol. 1, No.3, pp. 111-122. 
Shiu, (2004). Determinants of United Kingdom general insurance company 
 performance. British Actuarial Journal, vol. 10, pp. 1079 - 1110. 
 
Soekarno, S., & Azhari, D. A. (2009). Analysis of Financial Ratio to Distinguish  
Indonesia Joint Venture General Insurance Company Performance using 
Discriminant Analysis. The Asian journal of technology management, Vol. 2, 
No.2, pp. 110-122. 
 
Spence, M and Zeckhauser, R. (1971). Insurance, Information, and Individual  
Action. In Uncertainty in Economics, pp. 333-343. 
 
Thanasegaran, H. (2008). Growth of Islamic Insurance (Takaful) In Malaysia: A  




Wild .J.J; Subromanyam R.K and Halsey .F.R. (2004). Financial Statement Analysis,  
vol. 13, pp. 462 – 521. New York: McGraw – Hill/Irwin  
 
Yusop, Z., Radam, A., Ismail, N & Yakob, R. (2011). Risk management efficiency of 
 conventional life insurers and Takaful operators. Insurance markets and  












Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 6.4050 1.40503 .129 .900 




Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 4.2820 1.16083 -.056 .956 




Net Working Capital 
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 322104.1700 81216.43355 -.925 .379 




Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .4770 .29223 3.091 .013 






Net Profit Margin  
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .1430 .04322 1.432 .186 
Insurance .13050 .037822   
 
Gross Profit Margin 
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .6200 .08138 6.712 .000 
Insurance .4680 .03994   
 
Underwriting Performance  
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .3190 .07738 -17.303 .000 
Insurance 1.0640 .19495   
 
Operating Efficiency  
Account Receivable Turnover  
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 5.5660 1.16406 3.658 .005 
Insurance 3.6410 .89553   
 
Total Asset Turnover 
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .2750 .06311 5.974 .000 






Everyone in this world is exposed to the possibility of risk and disaster in their life 
through accident, fire, losses, damage, etc. Thus, they have to find ways to avoid 
such trouble and minimized. One possible way to overcome by buys insurance cover. 
Furthermore, through insurance coverage, if loss occurs to the insured, the insurer 
will provide the financial compensation to lighten the burden of loses. The 
importance of insurance scheme is to protect the trade, economic, social activity and 
industry which contribute towards human progress.  
In Malaysia have dual insurances system which is Takaful or insurance in Islamic 
and conventional system. In this chapter consist of the background of the Insurance 
system, background of Takaful, comparison of Takaful and conventional insurance, 
problem statement, research questions, research objectives, significant of the study, 
scope and limitation of the study, hypothesis, and conclusion for this chapter.  
The Insurance industry in Malaysia is on the line of the industry in Britain. Even till 
1955, foreign insurers dominated the local insurance market. However, after 
Independence in 1957, the Government took efforts to introduce the domestic 
insurance companies. By the early 1960s, the country witnessed the establishment of 
a few life insurance companies due to lack of proper business expertise and 
inadequate technical background. The government intervened by the enactment of 
Insurance Act 1963 to regulate the insurance industry.  
In improving the supervision and regulation of the insurance industry, Insurance Act 
1963 are replacing by the new which is Insurance Act 1996. In Insurance Act 1996 
there some changes in the legislative framework in their operational and financial 
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system, transparency of policies and practices and protection of the policy owners. 
The insurance institution in Malaysia continues its positive development amid new 
regulations and frameworks to boost the industry attractiveness and relevance, 
particularly in the context of growing economies.  
The Takaful industry is alternative to conventional insurance especially for Muslim 
due to prevail their needs. In 1984, the first Takaful company established is Syarikat 
Takaful Malaysia. Syarikat Takaful Malaysia starts operating on the 22nd of July 
1985 and officially launched by Tun Dr. Mahathir Mohamed on 2nd August 1985. 
The demands of Takaful product are increasing from 1993 to 2003. In January 2006, 
Bank Negara Malaysia awarded licensed for more companies to operate Takaful 
business due encouraging demand for Takaful scheme in Malaysia.   
The development of Takaful as a key component in development of Islamic finance 
in general, because of its ability to mobilize fund for investment. The development of 
Takaful and conventional insurance has been widely spread over the different 
countries. Takaful with an average annual growth of 20 percent in globally shows 
that Takaful is one of the segments that fastest growing in the insurance market 
(Bank Negara Malaysia, 2011). Moreover, Bank Negara Malaysia (2011) stated the 
Takaful industry in Malaysia penetrated relatively faster between 2005 and 2010 
achieving a growth rate of 28 percent in 2010.   
Furthermore, increasing Takaful and conventional insurance companies in Malaysia 
make both institutions are needed to measure the financial performance to know 
which companies are performing better in the market. The key indicator for Takaful 
and conventional insurance companies is by determining the financial performance 
to remain competitive in Malaysia. By determining the financial performance for 
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both institutions is the success of the relationship between the insurance institution 
and the customers as the demand from customers will lead to positive growth 
towards the insurance institution (Hamid et al., 2009).  
Besides that, measuring financial performance between Takaful and conventional 
insurance companies is compulsory to gain a competitive advantage in the industry 
and to know the top competitor for promote the insurance institution (Moghadam et 
al., 2012). Through the scenario in Malaysian which has a dual financial structure 
background where the Takaful operators are operating in corresponding with their 
conventional counterparts. Moreover, evaluating the financial performance of 
Takaful and conventional insurance might be useful for the investor, shareholder, and 
government in future. Thus, this study hope will be beneficial for conventional 
insurance as well as Islamic insurance (Takaful) industry. 
1.1 Background of Insurance System 
Insurance can be defined as an arrangement by which a company provides a 
guarantee of compensation for specified loss, damage, illness, or death in return for 
payment of a specified premium. In the insurance company, the insured is a risk-
sharing arrangement which involves two parties where one party (the insurer) agrees 
to assure another party (the insured) against certain losses specified by a contract (the 
policy).  
Based on the economic perspective, according to Obaidullah (2005) defined 
insurance as a tool which individuals and organizations can transfer real risks which 
is uncertainty about financial losses to others. Based on Chartered Insurance 
Institution (2010) stated insurance is a risk management tools where individual 
transfer risk to an insurance company in return of determined premium.  
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The beginning of insurance has been existence during Babylonia times around 2100 
before century (BC) known as Bottomry contracts. The first necessary written 
insurance policy was the Code of Hammurabi. The practice of insurance has 
widespread in London 1688. The first insurance company was created and rapidly 
grow their size of risk in the 17th and 18th centuries as well as the size of risks.  
Insurance acts as a financial shield against risk for customers. Furthermore, 
Insurance is mostly managed by a joint stock company where the primary objective 
is to maximize the wealth of its shareholders. There are many types of insurance that 
provide to the customer based on their category which is personal insurance, health 
insurance, and property insurance.  
Life insurance industry has contributed 2.8 percent of Malaysia's Gross National 
Income (GNI), with premiums totalling RM26 billion in 2013 (Bank Negara 
Malaysia, 2015). More than 18,000 are employed in the insurance industry. The 
insurance industry is on a firm financial footing with excess capital of RM23.5 
billion, above the regulatory minimum capital requirement. Moreover, insurance 
industry has become an essential component in the Malaysian market in contributing 
towards the growth of bond and Sukuk markets.  
1.2 Background of Takaful 
Many Islamic jurists consider conventional insurance as prohibited or haram due to 
the practice of conventional insurance involves the element of riba (interest), gharar 
(uncertainty) and maysir (gambling) that not comply with Shariah or Islamic law. 
Thus, Takaful has been acknowledged as an alternative to conventional insurance 
and is offered in both Muslim and non-Muslim countries. Hence, Takaful becomes a 
popular term in the insurance market all over the world. Takaful in Malaysia start 
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operated on the 22nd of July 1985 and official launching by Tun Dr. Mahathir 
Mohamed on 2nd August 1985. The principle of Takaful is based on mudharabah 
concept where all the participants would have the opportunity to save, invest and 
earn profits based on this principle.  
Takaful scheme can be defined as participants mutually agree to guarantee and to 
protect each other against loss or damage by jointly providing financial assistance to 
any members suffering from injuries. In other words, Takaful is a business 
transaction based on the principles of cooperation, mudharabah and tabarru’ 
whereby the Takaful operator and participants or the beneficiaries share profits made 
on the contribution. The beginning of Takaful can be found by several practices from 
ancient Arab tribal custom and the companions of the Prophet. For example, under 
the custom of al-Aqilah, it is mutually agreed among the tribes that if a person is 
killed unintentionally by a person of a different tribe, the accuser’s will take the 
responsibility to make a mutual contribution to pay the blood money to the victim’s 
relatives.  
Takaful term is derived from the Arabic word kafala, which mean joint guarantee or 
guaranteeing each other which also explained as a group of individuals that ensures 
each other against potential loss or damage faced by anyone of them. Takaful also 
can be referring to the financial transaction of mutual cooperation between two 
parties towards providing financial security for one of them against any misfortune. 
Therefore, the concept of cooperative (ta’awun) in Takaful is not a contract of 
buying or selling, where one party offers and sells protection and another party 
accepts and buys the service at a particular cost or price. Thus, it is an arrangement a 
group of individuals pays a fixed amount of money and compensation for the losses 
of the members.  
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In Takaful operation model, there are three operations which is mudharabah model, 
wakalah model and wakalah waqf model. Mudharabah model describes that all 
policyholders must agree to share profits or losses from undertaking. Wakalah model 
explains that the surplus of policyholders funds and management fee or expenses go 
to the policyholders. Wakalah waqf model or wakalah fund is created as the separate 
legal entity with the contribution of the participant’s amount and the amount 
deposited to this fund is considered as a tabarru’ or donation (Husain and Pasha 
2011). There are two types of Takaful policies which is Family Takaful and General 
Takaful. Under Family Takaful is a range of life insurance and term insurance 
policies that provide life cover. General Takaful covers a wide range of plans 
including Motor Insurance, Accident Insurance, Marine Insurance, Workmen 
Insurance, Home Insurance, etc. These are also available under both individual and 
group covers.   
Islamic insurance or Takaful industry in Malaysia recorded a positive performance in 
2015 and the industry is expected to expand further in 2016.  Bank Negara Malaysia 
has been taking the step in promoting Takaful segment to make the segment growth 
remain favourable. Growth potential for the segment is mainly due to encouraging 
demographics. Financial performances for Takaful industry throughout 2015 are 
stable with excess well in the capital, above the minimum required by Bank Negara 
Malaysia. The aim of Bank Negara Malaysia is to continuously strengthen the 
professionalism of insurance and Takaful agents. Bank Negara Malaysia noted that 
both companies need to offer pure protection term products through direct and online 
channels since July 2017. Starting on July 2018 will provide the absolute protection 
critical illness and real protection medical and health products. Thus, Bank Negara 
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Malaysia has set a 25 percent target to be achieved in 2020 by the Takaful industry 
(Bank Negara Malaysia 2018).  
1.3 Comparison of Takaful and Conventional Insurance 
The comparison between Islamic insurance (Takaful) and conventional insurance 
companies based on the element of joint guarantee, shared responsibility, risk 
distribution, investment of fund and nature of the contract. 
1.3.1  Joint Guarantee/Ta’awun  
Islamic financial protection system is a term that can be defined for Takaful which 
involves a joint guarantee scheme. In common guarantee scheme, it is providing 
possible contingency or indemnity. However, it differs for conventional insurance 
which based on compensation of loss in exchange of premium paid by insured.  
The objective of Takaful contract is to assist policyholder when having the lousy 
time. Under the Islamic system, the primary purpose of Takaful is to bring equity for 
all parties involved in a contract. The primary goal in Takaful scheme is sharing the 
profit generated for all parties involved, however not make profit earning as a central 
goal in Takaful scheme. In another hand, conventional insurance main purpose is to 
aim the profit of the business (Hafiza and Zeeshan, 2014).  
Takaful system is based on ta’awun in Islamic society. Ta’awun or cooperation is the 
concept for Takaful operation which is based on solidarity, trusteeship, and 
brotherhood. In the contract, for the sake of cooperation, participant agrees to help 
and guarantee each other by collecting the contribution from the individual. 
However, it differs from conventional insurance where the involved process of 
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transferring the risk to protect themselves on behalf of other from losses (Billah, 
2003).  
1.3.2  Shared Responsibility 
In Takaful scheme, based on the agreement, loss or damaged that may be happened 
will be bear among the group and will share the responsibility. Furthermore, the 
policyholder will share the liability and pool their contribution among other 
policyholders. Uncertainty or gharar which is prohibited in Islam will eliminate 
when the policyholder is paying the claim by using the combined pool of 
participation among the policyholder (Anwar, 2008). However, in conventional 
insurance, it differs when insurance company indemnified it based on the term and 
condition of the policy (Alhabshi et al., 2011).  
1.3.3  Risk Distribution 
In Takaful scheme in term of risk, the operator of Takaful not selling the risk 
coverage which means participant have to buy it. This is because in Takaful, the 
chance is not exchanged by payment of contribution made to an operator. The vital 
roles of the operator in Takaful scheme act as a fund manager on behalf of the 
participant. Hence, the risk is not undertaken by an operator, but it is distributed 
among the participant who agreed to jointly (Jaffer et al., 2015).   
Under the conventional framework insurance is a contract between two people, 
whereby the first party agrees to move the risk of another company in exchange for a 
premium. And the other party promises to pay the fixed sum of money to the first 




1.3.4  Investment of Funds  
The difference between Takaful and conventional insurance is more visible 
concerning investment of funds. In Takaful companies, there is the strict requirement 
based on Shariah compliance that needs to follow before invest. In Takaful 
companies invest funds in interest-free avenues and with the concept of Halal or 
Haram (Ayub, 2003; Thanasegaran, 2008). The assets of the Takaful business have 
to be invested in Shariah compliant. For example, investments cannot be made in 
gambling institutions, businesses that make alcohol, businesses that sell weapons or 
assets that pay interest (riba) (Anwar, 2008). However, in conventional insurance 
companies, there is no strict requirement for investment. Conventional insurers may 
invest in such type of assets that are strictly forbidden by the Shariah such as alcohol, 
gambling or pork are haram (Al Janahi and Weir, 2005).  
1.3.5  Nature of Contract  
Takaful differs from conventional insurance where Takaful operator is not the insurer 
which ensuring the participants. In fact, the persons participating in the Takaful 
scheme are mutually insuring one another. This is the essence of Takaful that 
signifies mutual guarantee, help and cooperation to one another. The Takaful 
operator acts as administrator of the Takaful fund whose responsibility includes 
managing and investing the fund according to the Shariah principles (Abdullah et al., 
2011). 
The conventional insurance contract is constructed between two parties, which is 
insured and insurance company. The insured deals with the insurance company by 
paying regular installments premium in return for the guarantee need to pay 
compensation in case the event stipulated in the contract happens. Thus, in 
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arrangements in giving compensation is contingent on events that may or may not 
occur. This definition and nature of conventional insurance invoke many Shariah 
issues. 
1.4 Problem Statement  
The Takaful industry in Malaysia is only 32 years old, but statistics published by the 
Bank Negara Malaysia point out to the fact that Takaful has been enjoying relatively 
robust growth since its origin in 1984 (Bank Negara Malaysia, 2011). Based on the 
Figure 1.1 below show the Insurance net premiums and Takaful net contributions in 
Malaysia from 2009 to 2014 show a positive increment where Takaful net 




Insurance net premiums and Takaful net contributions (RM Billion) 
Source: Statistical Yearbook (General Insurance & Takaful) 2013 & 2014. 
However, these growth prospects remain favourable or positive just because the 
Takaful base is smaller relative to the overall insurance industry. Despite the robust 
growth, the penetration rate for Takaful in Malaysia remained small about 10 percent 
compared with conventional insurance about 40 percent. Bank Negara Malaysia 
(2005) report, Muslim consumers need for an alternative to the conventional 
insurance of life prevailed and that is the reason of development Takaful industry 
29.2 32
33.7 36.8
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occurs in Malaysia started in the 1980s. The Takaful industry has a significant 
potential to be emphasized however to be well known in the industry, and there are 
challenges must be faced and answered by the Takaful industry (Lim et al., 2010).  
Insurance institution s gives impact on any countries and overall development in era 
of economy globalization. As an important institution in economy, shareholder needs 
to know about the financial performance of the insurance institution that shows the 
financial position for both institution. In analysing the financial performance of the 
Takaful and insurance companies is particularly significant given the current 
economic landscape that is becoming increasingly challenging. The growing number 
of insurance companies in recent years has caused further concerns on the financial 
stability of the Takaful and insurance industries to stakeholders (Deloitte, 2015).  
Based on the previous study, there are several countries involved in measuring on the 
financial performance of insurance institution which is Malaysia, Brunei, Iran, 
Pakistan and Bahrain. The scenarios of insurance institutions in each country are 
difference based on their financial performance. Moreover, in previous study indicate 
that measuring the financial performance in insurance institution give benefit and 
clear picture on the scenario in insurance industry in the countries. Thus, this study 
intended to give clear view on the scenario and development between Takaful and 
conventional insurance companies by comparing their financial performance.    
This study compared the financial performance of Takaful and Conventional 
insurance companies by using financial ratio. Analysing the financial performance by 
using financial ratio for Takaful and conventional insurance companies is the most 
logical way to show the financial position for both institutions. Thus, this study is 
expected to provide insurance institution stakeholder a true picture of the financial 
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position of Takaful and conventional insurance companies in Malaysia. The finding 
is intended to identify how far and in which respect the financial performance of the 
Takaful industry are differing from Conventional insurance industries concerning 
solvency, liquidity, profitability, underwriting performance and operating efficiency. 
The information is obtained to evaluate the financial performance of both institutions 
that are used to improve whole operations and competitive edge in Malaysia 
industry.  
1.5 Research Questions. 
1.  Is there any significant difference in solvency ratio between Takaful and the 
Conventional Insurance? 
2. Is there any significant difference in liquidity ratio (current ratio, net working 
capital and cash ratio) between Takaful and the Conventional Insurance? 
3. Is there any significant difference in profitability ratio (net profit margin and 
gross profit margin) between Takaful and the Conventional Insurance? 
4. Is there any significant difference in underwriting performance between 
Takaful and the Conventional Insurance? 
5. Is there any significant difference in operating efficiency ratio (account 










1.6 Research Objectives 
1. To compare the solvency ratio between Takaful and the Conventional 
Insurance. 
2. To compare the liquidity ratio (current ratio, net working capital and cash 
ratio) between Takaful and the Conventional Insurance. 
3. To compare the profitability ratio (net profit margin and gross profit margin) 
between Takaful and the Conventional Insurance. 
4. To compare the underwriting performance between Takaful and the 
Conventional Insurance. 
5. To compare the operating efficiency ratio (account receivable turnover and 
total asset turnover) between Takaful and the Conventional Insurance. 
1.7 Significant of the study 
Researcher focuses on giving information to evaluate the Takaful and Conventional 
Insurance companies based on their financial performance in Malaysia industries. 
This study measures the financial performance and development of the company in 
the economy using the financial ratio. Thus the information is obtained to evaluate 
the financial performance of the institution that is used to improve its whole 
operation. The report of financial performance between Takaful and Conventional 
Insurance may give benefit to the investor, shareholder, and government.  
• Investors 
This study conducted to measure the financial performance of Takaful and 
conventional insurance companies in Malaysia that will help investors make the 
comparison in choosing insurance industries when invest that will give benefit to 
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them. Researcher conduct this study to make investor ease deciding to spend based 
on insurance performance both companies. 
• Shareholders 
This study conducted to measure the financial performance of Takaful and 
conventional insurance companies in Malaysia. Shareholders are the strengths in 
insurance companies as shareholders are sources that provide the funds and part of 
the insurance company. Therefore, researcher measures the financial performance of 
Takaful and conventional insurance companies to give clear picture benefit towards 
shareholder which insurance companies offer the advantage to them and as well as 
companies. Furthermore, by looking at the financial performance of both insurances 
will help shareholder to get overall both insurance industries overview.   
• Government  
In this study, the importance of measuring the financial performance between 
Takaful and conventional insurance companies to give the government a clear view 
on the financial performance of the insurance company. Thus, this will assist the 
government in enhancing policies to strengthen the performance of insurance 
company in Malaysia. This will give the advantage for both insurance companies as 
well. 
1.8 Scope and Limitation of the Study 
The scope of this study emphasizes the number of Takaful and conventional 
insurance companies are involved in measuring their financial performance. The 
researcher used the data published by the company based on the financial report for 
both companies. This research measure the financial performance of Takaful and 
Conventional insurance companies in Malaysia between 2007 until 2016. This 
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research applied a quantitative method by using the secondary data which obtained 
from the annual report of selected companies.  
The limitation of this study regards on the information based on the financial report, 
there is lack of information and hard in getting the data regarding the source of the 
fund in both of the institutions whether it is legal or illegal. The quality of this study 
depends purely upon the accuracy, reliability and quality of the secondary data 
source which is from the financial report. Besides that, a short time frame is 
constraint in doing the large number of data for this study.  
1.9 Hypothesis 
This study use quantitative research as the method to answer the research objectives 
stated earlier which helped researchers to interpret and understand current financial 
performance between Takaful and Conventional Insurance in Malaysia from year 
2007 until 2016. There are nine hypotheses are formulated in the examination of 
financial performance between Takaful and Conventional Insurance companies in 
Malaysia.  
H01: There is no significant difference of solvency ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H11: There is significant difference of solvency ratio between Takaful and 





H02: There is no significant difference of current ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H12: There is significant difference of current ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H03: There is no significant difference of net working capital between Takaful and 
Conventional Insurance companies in Malaysia. 
H13: There is significant difference of net working capital between Takaful and 
Conventional Insurance companies in Malaysia. 
H04: There is no significant difference of cash ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H14: There is significant difference of cash ratio between Takaful and 
Conventional Insurance companies in Malaysia. 
H05: There is no significant difference of net profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
H15: There is significant difference of net profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
H06: There is no significant difference of gross profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
H16: There is significant difference of gross profit margin between Takaful and 
Conventional Insurance companies in Malaysia. 
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H07: There is no significant difference of underwriting performance between 
Takaful and Conventional Insurance companies in Malaysia. 
H17: There is significant difference of underwriting performance between Takaful 
and Conventional Insurance companies in Malaysia. 
H08: There is no significant difference of account receivable turnover between 
Takaful and Conventional Insurance companies in Malaysia. 
H18: There is significant difference of account receivable turnover between 
Takaful and Conventional Insurance companies in Malaysia. 
H09: There is no significant difference of total asset turnover between Takaful and 
Conventional Insurance companies in Malaysia. 
H19: There is significant difference of total asset turnover between Takaful and 
Conventional Insurance companies in Malaysia. 
1.10 Conclusion  
This chapter discussed the introduction of Takaful and conventional insurance in 
Malaysia including a background of Takaful and insurance system, comparison of 
Takaful and conventional insurance. The researcher also explains the problem 
statement, research question, research objective, significant of study, scope, and 
limitation of the study and hypothesis of this study. Next, discuss details in literature 
review based on the previous research about financial performance between Takaful 
and conventional insurance company. Moreover, consider financial ratio based on 
solvency ratio, liquidity ratio, profitability ratio, underwriting performance and 






In this chapter, it will include the scenario of financial performance in insurance 
institution from other countries, review from relevant article or journals which is 
linked to Takaful and conventional insurance in Malaysia. In addition, in this chapter 
include the previous research on financial performances of Takaful and conventional 
insurance companies, solvency ratio, liquidity ratio, profitability ratio, underwriting 
performance and operating efficiency ratio.  
The scenario of financial performance in insurance institution each country is 
difference.  Based on the previous study, there are several countries involved in 
measuring on the financial performance of insurance institution which is in Malaysia, 
Brunei, Iran, Pakistan and Bahrain. According to Saad and Idris (2011) found that 
the performance of the insurance industry is crucial in facing the industry challenges 
in Malaysia and Brunei. Moghadam et al., (2012) stated that insurance companies 
had significant difference in performance of the insurance industry in Iran.  
Moreover, Afza and Asghar (2012) based on their research measuring financial 
performance of the insurance institution showed better performance in the scenario 
of insurance industry in Pakistan. Hafiza and Zeeshan (2014) in their research in 
Pakistan proved that Islamic insurance show the significant result in insurance 
industry by measuring financial performance between both institutions. According 
Hidayat and Abdulla (2015) found that conventional insurance companies performed 
better than Takaful companies based on measuring the financial performance for 
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both institutions in Bahrain. Overall, measuring the financial performance in 
insurance institution will give clear picture on the scenario in insurance industry in 
the country. 
2.1  Conceptual Framework 
Based on the conceptual framework in this research used the financial performance 
between Takaful and Conventional Insurance companies in Malaysia as input for the 
dependent variable. Therefore, the independent variable for this research is financial 
ratio towards the accomplishment of financial performance between Takaful and 
conventional Insurance companies such as solvency ratio, liquidity ratio, profitability 
ratio, underwriting performance and operating efficiency ratio. The conceptual 
framework in figure 2.1 below shows the dependent variable and independent 
variable for this study.   














performance  Profitability Ratio 
Underwriting Performance 
Operating Efficiency Ratio 
20 
 
2.2 Financial Performance  
Financial performance can be defining as one of various types of mathematical 
measures to estimate the ability of company using its resources to make a profit 
(Financial Dictionary, 2015). Financial performance refers to the profitability and 
can be measured by return on sales, return on investment and return on assets define 
by Homburg, Hoyer, and Fassnacht, (2002). Moghadam et al., (2012) stated that to 
identify the top competitor and to gain competitive advantage in the insurance 
industry it is compulsory measuring the financial performance for the sake of 
promotion in Takaful and conventional insurance companies.  
In improving the operating financial performance in Takaful companies, Takaful 
operator need to find other alternative method, this is because due to challenging 
from the competition and changing regulatory environment in the insurance industry. 
Saad et al., (2006) stated that in globalization period as one of the factor that 
influences Malaysia financial system and give effect on financial performance for 
both companies which is Takaful and conventional insurance.     
In measuring the financial performance between Takaful and conventional insurance 
companies there has a few similarities (Bank Negara Malaysia, 2009). As stated by 
Bank Negara Malaysia, both sector measure the same nature of product in measuring 
the financial performance in insurance industries. Takaful and conventional 
insurance are regulated by Bank Negara Malaysia, thus both companies have similar 
rule and regulation. According to Adams and Buckle (2003), it is essential to 
measuring financial performance in both industries because by looking at their 




Conventional insurance known as a dominant player in insurance industry based on 
comparing their financial performance from March to December in 2011 at Iran 
(Moghadam et al., 2012). According to Moghadam et al., (2012), in achieve 
competitive advantage in insurance industry it is compulsory measure the financial 
performance. By using method analysis of Descriptive statistic and ANOVA in 
measuring the financial performance can identify the top competitors in the market. 
This study is done in Iran by comparing in compensation ratio and growth rate of 
manufacturing premium among the insurance companies. The results concluded that 
insurance companies had a significant difference regarding performance.  
In measuring the financial performance of insurance companies in Pakistan, Hafiza 
and Zeeshan (2014) applied the Descriptive statistic and ANOVA analysis. The 
result from the research indicates that Takaful companies achieve better financial 
performance. Hence, from the result it shows that, it is significant and proved 
Takaful company liquidity is higher. In addition, Takaful companies show a 
significant result for risk, solvency ratio and equity liability ratio. By using the T-test 
method the result shows Takaful companies are performing better than the 
conventional insurance companies. 
Norma Md. Saad (2012) applied statistic envelopment analysis Malmquist index 
method to measure the effectiveness of financial performance between Takaful and 
conventional insurance companies in Malaysia from year 2007 to 2009. Malmquist 
index method is used to test the significant result for both companies. The 
commissioning and management of expenses as the input segment while premium 
and net investment income as output segment. The result indicate that conventional 
insurance company are performed better in financial performance than Takaful due 
to Takaful development has to face lot of challenges and issues.   
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Yusop et al., (2011) in their recent empirical study in financial performance for both 
insurance industries used nineteen companies as a sample to investigate the 
significant of dissimilarities between Takaful and conventional insurance. The result 
indicates that substantial differences exist. By Variable Return to Scale (VRS), 
Constant Return to Scale (CSR) tests, Scale Efficiency (SE) and Pure Technical 
Efficiency (PTE), they find that conventional insurance companies are performed 
better than Takaful companies. Hence, from the research it indicates that Takaful 
industry needs to grow.   
Financial performance indicator in Takaful and conventional insurance companies in 
Malaysia can be measured in term of solvency ratio, liquidity ratio, profitability ratio, 
underwriting performance and operating efficiency ratio. 
2.3 Solvency Ratio  
Solvency ratio can be defined as the ability of a company to meet its long-term debts. 
Moreover, the solvency ratio also as a size of a company’s after-tax income, not 
counting non-cash depreciation expenses, as contrasted to the total debt obligations 
of the firm (Soekarno and Azhari, 2009). Solvency ratio acts as a tool to measure the 
ability of the company to meet the long-term financial obligation. This ratio is used 
to know the level of debt that company has and whether this level of debt is 
appropriate for the company or not.   
In measuring the financial performance of insurance companies, solvency ratios are 
used by calculating using formula in financial statement. Solvency ratio has been 
done in Pakistan which has two type debt-equity ratio and debt to total asset ratio. 
The finding from the research shows that solvency ratio as the measurement for the 
financial performance of Takaful company in Pakistan (Hafiza and Zeeshan, 2014). 
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Solvency ratio are used in Bahrain to measure the financial performance between 
Takaful and Insurance (Hidayat and Abdulla, 2015). Moreover, there also has 
researcher from Malaysia that studied about solvency ratio to measure performance 
only for Insurance companies (Saad and Idris, 2011).  
According to Shiu (2004) stated that financial performance of Takaful and insurance 
companies might improve through higher solvency to more stable that will contribute 
towards their company’s revenue. Solvency ratio is used to measure the ability of 
company for running in the long-term period (Horngren et al., 1996). Moreover, 
solvency ratio acts as a size of capital in the company where it assists in risk 
management in the claim that cannot be absorbed. According to Fridson and Alvares 
(2011), solvency ratio is mainly used to measure the ability of the company to 
survive in the market and meet the objective of solvency where higher the stability it 
makes stronger and healthier the company position.  
Overall, solvency ratio is helpful in measuring financial performance in Takaful and 
conventional insurance companies in Malaysia in term of measuring both companies’ 
ability for long-term survival. Solvency ratio is determined insurance companies’ 
ability to their liability and achieves profitability. 
2.4 Liquidity Ratio.     
Liquidity ratio can be defined as ratio that measures the capability of companies to 
meet short-term financial requirement on time (Financial Dictionary, 2015). 
Liquidity ratios are used in measuring the financial health of company. Besides that, 
liquidity also known as majoring in measured the capabilities of company to 
encounter its debt obligation or short-term liability. The significant result in liquidity 
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ratio shows when more than one it indicates the company in good financial health 
which able to cover the debt (Hafiza and Zeeshan, 2014).  
Ozkan (2001) stated that liquidity ratio indicates the liquidity position of the 
company besides measure the capability of the company to cover short-term 
liabilities. The finding indicates that the higher liquidity ratio for the company make 
the company excessive capability to cover the short-term requirement and obligation. 
Besides that, Adam and Buckle (2003) stated that liquidity are measure in term of 
capability of manager to fulfil their commitment to policyholder and creditors in 
insurance and reinsurance company without increasing profit from underwriting and 
investment activities and liquidate financial assets. According to Adam and Buckle 
(2003), the highest liquidity in insurance company it shows that need for 
management to improve their financial performance. 
Therefore, liquidity ratio is used to assess the financial performance of an insurance 
industry between Takaful and conventional insurance in Malaysia to meet the short-
term financial obligation. 
2.5 Profitability Ratio  
Profitability ratio can be defines as generating the revenue or earning for the 
companies. Generally, profitability ratio is used in measure the financial performance 
in insurance companies to evaluate the performing in term of profit (Encyclopedia of 
Management, 2015). Based on the research by Hafiza and Zeeshan (2014) in 
Pakistan, profitability ratio consists of return on average asset and return on average 
equity. However, the finding indicated that between Takaful and conventional 
insurance companies there are not significant. From the study, the data were 
collected in 15 general insurance and 4 Takaful companies from year 2008 to 2011.  
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According to Koller (2011), the reliable and most important indicator in insurance 
companies to increase its income level by profitability ratio. The efficiently of 
financial performance of Takaful and conventional insurance can be determined by 
on how the companies manage their revenue, cost of operation and profit to more 
stable in financial industry in Malaysia. The result shows that, the major element to 
measure the financial performance of Takaful and conventional insurance companies 
by using the profitability ratio.   
Afza, and Asghar (2012) analysed between economic transformation and efficiency 
in the insurance companies in Pakistan from year 2003 to 2007 had relationship. The 
financial data was taken from 33 insurance companies in Pakistan based on their 
annual financial report. The result indicates that size, profitability, leverage and 
investment have significant in efficiency for financial performance in insurance 
companies. In addition, based on the result, it shows that non-life insurance 
performed better than the life insurance in Pakistan. Life insurance are related 
positively with claim variable, meanwhile there are negative related for non-life 
insurer. Overall it shows that financial reform in Pakistan show better performance 
for insurance companies.  
Thus, profitability ratio is useful in measuring financial performance in Takaful and 
conventional insurance in Malaysia in term of providing financial health to insurance 
companies by generating earning in term of sales, asset and equity. The higher profit 






2.6 Underwriting Performance 
An insurance company uses the combined ratio as a measurement of the company 
underwriting performance and day to day operation efficiency in comparison with 
the Takaful. According to Greena and Seegal, (2004) the ratio indicate the sufficient 
of premium calculated to cover the cost of the claim. Accounting, Auditing and 
Governance Standard for Islamic Financial Institutions (AAOIFI), (2008) defined 
underwriting performance related to the expenses from claim need to be borne by the 
shareholder to cover all the application by deduction from the risk of the fund.  
An increase in premium growth could improve the financial performance of 
insurance companies as it provides inflows of income to the company. Shiu (2004) 
stated that, insurance companies will be facing the difficulty in survive in financial 
problem if has changes in underwriting performance. Hidayat, and Abdulla, (2015) 
based on their research in Bahrain stated in calculating underwriting performance 
consists of claim ratio, expenses ratio and commission ratio. However, as far as 
researcher search in Malaysia there have not done yet regarding on the financial ratio 
in term of underwriting performance to measure financial performance between 
Takaful and Conventional Insurance. Overall, underwriting performance is useful in 
measuring financial performance in Takaful and conventional insurance in Malaysia 
in term of calculating the sufficiency premium to cover all the cost of expenses.   
2.7 Operating Efficiency Ratio  
Operating efficiency ratios can be defined as activity ratios which are measure how 
well companies utilize their assets to generate income. Operating efficiency ratios 
refer at the time companies takes to convert inventories into sales or cash and collect 
cash from their customer. These ratios are used to improve the company financial 
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performance as well as for investors and bankers looking at the profitability of the 
company.  
Moreover, operating efficiency ratios provide on how effectively the company is, and 
managing its resources while using it day to day activities and without keeping it on 
hand for unnecessary lengths of time. According to Hidayat and Abdulla, (2015), 
their research in Bahrain in operating efficiency ratio only involved total asset 
turnover. However, as far as researcher search, there is no research done yet in 
Malaysia used operating efficiency ratio to measure financial performance between 
Takaful and Conventional Insurance. 
Operating efficiency ratio is very useful in a measure the financial performance in 
Takaful and conventional insurance in Malaysia because we can see their ability in 
managing the resources. Overall operating efficiency ratio measure on how the active 
company in using capital and managing resources in the day to day business activity. 
2.8 Conclusion  
In this chapter has been discussing on the previous study about financial performance 
between Takaful and conventional insurance company, based on solvency ratio, 
liquidity ratio, profitability ratio, underwriting performance and operating efficiency 
ratio. In this study examined the previous research study on the financial 
performance of the insurance company which is Takaful and conventional insurance 
companies that have been done. Therefore, this study attempts to fill the gap by 
extending the work established in the previous study. This study will discuss more 
details in methodology in the next chapter which is presented on how to calculate 






This research is to compare the financial performance of Takaful and Conventional 
insurance companies in Malaysia based on the previous study done by another 
researcher in other countries. A financial ratio used as a critical indicator to compare 
the financial performance of Takaful and Conventional insurance companies. This 
study is intended to identify how far and in which respect the financial performance 
of the Takaful industry are differing from Conventional insurance industries 
concerning solvency, liquidity, profitability, underwriting performance and operating 
efficiency. This chapter describes the methodology of this research is conducted. It 
comprises the research design, instrument and data collection, and data analysis. 
3.1 Research Design  
The secondary data had been chosen as tool in this study because provide a lot of 
useful and beneficial information regarding the financial performance of Takaful and 
conventional insurance company in Malaysia. This study used quantitative method to 
measure the financial performance between Takaful and conventional insurance 
companies in Malaysia by using the financial statement. In this research, researcher 
used statistical tools and the interpretation of the result of the analysis will be used 






Table 3.1 below shows the listed Takaful and Conventional Insurance Company in 
Malaysia until 2017 based on the listed in Bank Negara Malaysia.  
Table 3.1 
List of the Takaful and Conventional Insurance company in Malaysia. 
TAKAFUL CONVENTIONAL INSURANCE 
1. Hong Leong MSIG Takaful Berhad 1. AXA Affin General Insurance Berhad 
2. AmMetLife Takaful Berhad 2. Berjaya Sampo Insurance Berhad 
3. Etiqa Takaful Berhad 3. Danajamin Nasional Berhad 
4. HSBC Amanah Takaful (Malaysia) 
Berhad 
4. Lonpac Insurance Berhad 
5. Zurich Takaful Malaysia  5. MPI Generali Insurance Berhad 
6. Prudential BSN Takaful Berhad 6. Pacific & Orient Insurance Co. 
Berhad 
7. Sun Life Malaysia Takaful Berhad 7. Progressive Insurance Berhad 
8. Syarikat Takaful Malaysia Berhad 8. RHB Insurance Berhad 
9. Takaful Ikhlas Berhad 9. Tune Insurance Malaysia Berhad 
10.  AIA Public Takaful Berhad 10. Am General Insurance Berhad 
11. Great Eastern Takaful Berhad 11. MSIG Insurance Malaysia Berhad 
 12. AIG Malaysia Insurance Berhad 
 13. Tokio Marine Insurance Malaysia 
Berhad 
 14. Great Eastern General Insurance 
Malaysia Berhad. 
 15. Pacific Insurance Berhad 
 16. Liberty Insurance Berhad 
 17. Allianz Affin General Insurance 
Berhad 
 18. QBE Insurance Malaysia Berhad 
 19. Chubb Insurance Malaysia Berhad 




However, for this study, the researcher needs to find the company with complete 
financial data from year 2007 until 2016. Therefore, only seven selected Takaful and 
conventional insurance companies have been selected for this study. The chosen 
companies state in table 3.2 below.   
Table 3.2  
List of selected Takaful and Conventional Insurance company. 
Sources: Bank Negara Malaysia (2018) 
 
3.2 Population and Sample of the study  
Seven Takaful (out of 11 Takaful companies) and seven conventional insurances (out 
of 19 conventional insurance companies) in Malaysia are selected for this study. The 
selected Takaful and conventional insurance are chosen based on their completion of 
financial data. Data for the research were obtained from the year 2007 to 2016.  
 
 
TAKAFUL CONVENTIONAL INSURANCE 
1. HSBC Amanah Takaful (Malaysia) 
Berhad 
1. Tune Insurance Malaysia 
Berhad 
2. Syarikat Takaful Malaysia Berhad 2. RHB Insurance Berhad 
3. Etiqa Takaful Berhad 3. AXA Affin General Insurance 
Berhad  
4. Zurich Takaful Malaysia 4. Multi-Purpose Insurance 
Berhad 
5. Takaful Ikhlas Berhad 5. Allianz Affin General Insurance 
Berhad  
6. Prudential BSN Takaful Berhad 6. QBE Insurance Malaysia 
Berhad 




3.2.1 Data collection   
To fulfil the objective of the study, data was gathered from secondary sources mainly 
from the annual report of the selected Takaful and conventional insurance 
companies. The data was collected through library research, web, previous research, 
and extracted from the respective company’s annual report of both Takaful and 
conventional insurance companies from the period 2007 to 2016 are used for ratio 
analysis.  
3.2.2 Scope of study 
The scope of this study is collected of previous financial statement an annual report 
that had been published in ten years which is from year 2007 to 2016 by Takaful and 
Conventional Insurance companies in Malaysia. Researcher only used previous year 
of financial statement an annual report that had been ultimately published due to 
incomplete of latest data in year of 2017.   
The researcher selected only seven Takaful companies and Conventional insurance 
because due to lack of information in the financial statement that researcher can get 
in other companies within the years 2007 to 2016. The selected Takaful and 
Conventional insurance companies are based on the list from the Bank Negara 
Malaysia (BNM) 2018 which specified for general Takaful and Conventional 
insurance companies.    
 3.3 Financial Performance Ratio 
Based on the previous study, different types of ratio have been used by past 
researcher in measuring the financial performance of insurance institution. In this 
study, the researcher used financial ratio to evaluate the financial performance of 
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Takaful and conventional insurance companies. There are five type of financial 
performance ratio is being used in this study which is solvency ratio, liquidity ratio, 
profitability ratio, underwriting performance and operating efficiency ratio. Based on 
the table 3.3 below shown summarize the indicator on the financial ratio that has 
been used by the previous study in measuring the financial performance of Takaful 
and conventional insurance companies.  
Table 3.3 
List the author and financial ratio that has been used from previous study in measuring the financial 
performance in Takaful and conventional insurance companies. 
 
 
NO AUTHOR / YEAR TITLE INDEPENDENT VARIABLE 
1 Saad and Idris 
(2011) 
 
Efficiency of life insurance 
companies in Malaysia and 
Brunei: a comparative 
analysis. 
• Increased competition, 
• consolidation, 
• solvency risks  
• changing regulatory 
environment 




of Insurance Companies in 
Iran. 
• Compensation ratio, 
• Growth rate of 
manufacturing 
premium. 
3 Afza and Asghar 
(2012) 
 
Financial reforms and 
efficiency in the insurance 
companies of Pakistan. 
• Size,  
• profitability, 
• leverage, 
• Investments had the 
main drivers of 
efficiency. 




of Islamic and 
conventional insurance 
companies in Pakistan. 
• profitability, 
• liquidity,  
• risk and solvency 
• Capital adequacy. 
5 Hidayat and 
Abdulla (2015) 
 
A Comparative Analysis 
on the Financial 
Performance between 
Takaful and Conventional 
Insurance Companies in 
Bahrain. 
 
• Solvency Ratio 
• Liquidity Ratio 
• Profitability Ratios 
• Underwriting 
Performance Ratios 
• Operating Efficiency 
Ratio (activity ratio) 
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In this study, researcher follows the research done by Hidayat and Abdulla in 
Bahrain in 2015. Search has been done so far there is no study conducted in Malaysia 
in measuring the financial performance of Takaful and conventional insurance 
companies based on financial ratio in solvency, liquidity, profitability, underwriting 
performance and operating efficiency ratio. However, this study is differing from the 
research done by Hidayat and Abdulla in Bahrain in 2015 in term of year. Hidayat 
and Abdulla in their research in 2015 only measure financial performance for 
Takaful and conventional insurance companies in Bahrain for six year from year 
2006 to 2011. This study conducted in Malaysia by comparing financial performance 
of Takaful and conventional insurance companies for longer period which is 10 years 
from year 2007 until 2016.  
The financial ratio are involved in measuring financial performance between Takaful 
and conventional insurance companies in this study are solvency ratio, liquidity ratio, 
profitability ratio, underwriting performance and operating efficiency ratio. 
However, the equation on the financial ratio that researcher used for this study in 
measuring comparative financial performance between Takaful and Conventional 
insurance in Malaysia are differ with the past research done by Hidayat and Abdulla 
in Bahrain in 2015.  
3.3.1 Mode of Analysis  
In this study, researcher analyses the data by employing ratio analysis, graph, 
descriptive statistics and paired T-test. A personal computer does the entire review 
for this study. Statistical Package for Social Science (SPSS) version 22.0 was used to 
analyse the data especially descriptive analysis to satisfy the objective, paired T-test 
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to accept or rejected the hypothesis of the study and draws the conclusion which is 
well known statistical package in current practice.  
3.3.2 Solvency Ratio 
The solvency ratio of a Takaful and conventional Insurance company is the size of its 
capital relative to premium written. Following formula can calculate solvency ratio: 
 Solvency Ratio = Net Asset / Net Earned Premium 
3.3.3 Liquidity Ratio  
Liquidity ratio is to measure financial performance between Takaful and 
conventional insurance concerned with the firm ability to meet its day-to-day 
operating expenses and satisfy its short-term obligations. It is whether a company has 
adequate cash and other liquid assets on hand to pays its debt and operating needs in 
timely. Liquidity ratio can be categorized into three which is the current ratio, net 
working capital, and cash ratio. Liquidity ratio can calculate by following formula: 
Current Ratio = Current Asset / Current Liability 
Net Working Capital = Current Asset – Current Liability 
Cash Ratio = Cash / Current Liabilities 
3.3.4 Profitability Ratio 
Profitability is a relatively to measure the success of the companies. There are 
different types of profitability ratio which measures related the return of a company 
to its sales, assets or equity. In profitability ratio study, it can be categorized into two 
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categorized which is net profit margin and gross profit margin. The profitability ratio 
can be calculated by using following formula. 
Net Profit Margin = Net Profit / Sales x 100 
Gross Profit Margin = Gross Profit / Sales x 100 
3.3.5 Underwriting Performance 
Underwriting Performance measure of profitability used by an insurance institution 
to indicate how the insurance institution performed in daily operations. In 
underwriting performance, it can be calculated by following formula: 
  Underwriting Performance = Incurred Loss + Expenses / Earned Premium 
3.3.6 Operating Efficiency Ratio  
Operating efficiency ratio is used to evaluate insurance institution in managing its 
assets. Operating efficiency ratio compared sales to various assets categories to 
measure the company in utilizing the assets. Operating efficiency ratio can be 
categorized into two which is account receivable turnover and total asset turnover. 
Operating efficiency ratio can be calculated by following formula: 
  Account Receivable Turnover = Sales / Account receivable 
  Total Asset Turnover = Sales / Total Assets 
3.4 Data Analysis and Interpretation 
In this study, the financial data has been collected from each company’s financial 
report from year 2007 to 2016. This study compares the financial performance of 
Takaful and Conventional insurance companies in Malaysia. This method of 
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comparison is used common financial ratio. The financial ratio is the most popular 
analysis technique used to measure company strength and weakness as compared to 
other companies (Wild et al., 2004). Additionally, the descriptive statistic and t-test 
are used to test the significant difference between a ratio of Takaful and 
Conventional insurance companies. The analysed of data using some statistical tools 
and the interpretation of the result on this study by using the SPSS software version 
22.0. 
3.4.1 Descriptive statistic 
The descriptive statistic is used in this study to describe and measure the primary 
feature of the data. Descriptive statistic provides simple summaries about sample and 
measures. It also used to present the quantitative descriptions in a manageable form. 
In this research have lots of standard, descriptive statistic help to simplify a 
significant amount of data sensibly.  
3.4.2 T-test  
T-test analysis is used to test whether there is a significant difference between the 
financial performance of Takaful and Conventional insurance companies in term of 
solvency, liquidity, profitability, underwriting performance and operating efficiency.   
3.5 Conclusion 
This chapter ensure that answered the research problem and research question in this 
study. Moreover, this chapter also wants to provide an excellent details explanation 
of data collection, a method of data analysis and the sample of selection of the study 
that will be conducted soon. Furthermore, this research paper will discuss more 




RESULTS AND DISCUSSION  
4.0  Introduction 
This chapter present the data analysis result from financial statement of Takaful and 
conventional insurance companies from 2007 to 2016. This study is designed to 
determine the financial performance between Takaful and conventional insurance 
companies in Malaysia. The purpose of this chapter is to answer the research 
objective of this study by testing the hypothesis. In this part the researcher will 
discuss the financial ratio by using the descriptive statistic, T-test and summarizes of 
financial ratio.  
4.1 Ratio Analysis  
For the purpose of this study, the ratio analysis on solvency ratio, liquidity ratio, 
profitability ratio, underwriting performance and operating efficiency ratio are 
calculate in order to compared financial performance between Takaful and 
conventional insurance. 
4.1.1 Solvency Ratio 
Table 4.1 summarizes the average of solvency ratio result for Takaful and 
Conventional Insurance companies in Malaysia from 2007 to 2016. 
Table 4.1 
Solvency Ratio for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 4.21 5.13 4.93 6.09 6.66 7.14 6.51 6.52 8.10 8.76 
Conventional 
Insurance 





Figure 4.1  
Solvency Ratio for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016. 
 
Solvency ratio in insurance institution refers as ability of companies to pay claims 
and meet long term obligation. Solvency ratio is a main factor in Takaful and 
conventional insurance company to survive for long term. A higher solvency ratio 
indicates strong both institutions profile and afford to pay its claims and survive in 
long term. However, the lower solvency ratio can lead to probability both institution 
will default on debt obligation.  
Figure 4.1 above shows the level of solvency for Takaful and conventional insurance 
companies in Malaysia from 2007 to 2016. Takaful and conventional insurance 
companies in Malaysia have equal increase in solvency position from year 2007 to 
2016. It indicate that both institution in strong position and can survive in long term. 
Takaful and conventional companies perform effectively in year 2016 as show in 
figure 4.1. In 2013 from the figure 4.1 shows the lowest trends which 0.35 the gap 
different in Takaful and 0.66 the gap difference for conventional insurance compared 


























4.1.2 Liquidity Ratio 
In liquidity ratio there are three types involve in measuring financial performance 
between Takaful and conventional insurance companies in Malaysia from 2007 to 
2016 which is current ratio, net working capital and cash ratio.  
4.1.2.1  Current Ratio 
Table 4.2 summarizes the average of current ratio result for Takaful and conventional 
insurance companies in Malaysia from 2007 to 2016.  
Table 4.2   
Current Ratio for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 3.13 2.63 3.47 3.94 4.76 5.99 6.02 3.83 5.16 3.89 
Conventional 
Insurance 
3.41 3.61 4.67 4.03 3.22 4.40 4.89 4.43 5.35 5.00 
 
 
Figure  4.2.    
Current Ratio for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016. 
 
Current ratio is part of liquidity ratio which representing on how insurance institution 
can pay off short-term debt with their asset either with inventories, cash and 
receivable.  In insurance institution, current ratio measures the ability to pay the 
short-term obligation for the companies. The higher the current ratio in both 




















Based on the table 4.2 and figure 4.2 shows same equal increase in current ratio from 
year 2007 to 2016. In year 2012 to 2013, Takaful and conventional insurance 
companies increase consistently in current ratio. In year 2008 for Takaful companies 
shows the lowest current ratio which 2.63 compared last year 3.13. In conventional 
insurance, the lowest current ratio is 3.22 compared with previous year the gap is 
0.81. In year 2016 conventional insurance perform better than Takaful companies 
where the difference between two ratios is 1.11 times. From the figure 4.2 shows that 
both institution are capable to pay their creditor.  
4.1.2.2  Net Working Capital   
Table 4.3 summarizes the average of net working capital result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.3   
Net Working Capital for Takaful and Conventional Insurance companies in Malaysia from 2007 to 
2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 357996 380493 442935 339889 321568 383828 351355.30 212881 204238.40 225858 
Conventional 
Insurance 
305798 308409 311479 312991 394321 402368 391450 421420 321783 356520 
 
 
Figure  4.3  
























Net working capital manage current asset and current liabilities to minimum the risk 
and maximizing return on asset. For positive net working capital, current liabilities 
should less than current asset. When positive net working capital indicates makes the 
insurance institution have sufficient current liabilities. In negative net working 
capital shows hazard in term of liquidity for the insurance institution. The most 
important in net working capital are investor and lender looking company which 
always maintain their financial position.  
Based on the table 4.3 and figure 4.3 summarizes net working capital result of 
Takaful and conventional insurance companies in Malaysia from year 2007 to 2016. 
From the table and figure 4.3 shows that in year 2007 to 2009 are constantly increase 
for Takaful and conventional insurance. Both institutions are more stable in 
managing and utilizing their asset for year 2007 to 2009. Net working capital in year 
2013 to 2015 for Takaful and conventional insurance companies are decrease. 
However both institutions are improving in 2016 from the last year which RM 
21,619.60 for Takaful and RM 34,737 for conventional insurance.   
4.1.2.3  Cash Ratio 
Table 4.4 summarizes the average of cash ratio result for Takaful and conventional 
insurance companies in Malaysia from 2007 to 2016.  
Table 4.4 
Cash Ratio for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016. 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.27 0.15 0.30 0.42 0.35 0.31 1.15 0.45 0.69 0.68 
Conventional 
Insurance 





Figure  4.4    
Cash Ratio for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016. 
 
Cash ratios are important part in liquidity ratio and usually in measuring the liquidity 
of the company cash ratio are commonly used. Generally, cash ratio refers as 
insurance institution ability to pay their obligation liabilities by using cash only 
without selling their asset. The lower cash ratio which is less than 1 indicates the 
company has lower cash reserve and insufficient cash in hand to pay the debt in 
short-term obligation. However, the higher cash ratio which indicates the value more 
than 1 means company has ability to cover the debt by cash and have cash remaining.  
Based on table 4.4 and figure 4.4 shows the cash ratio flows in Takaful and 
conventional insurance companies are not consistence increase. In year 2007 to 2010 
it shows that in increasing trend in Takaful company compared to conventional 
insurance. In 2013 it shows Takaful company have the highest cash ratio 1.15 times, 
which indicates the company are able to pay the liabilities in short-term by cash and 
having cash remaining. However, in year 2014 to 2016 Takaful company drop in 























4.1.3 Profitability Ratio 
In profitability ratio there are two types involve in measuring financial performance 
between Takaful and conventional insurance companies in Malaysia from 2007 to 
2016 which is net profit margin and gross profit margin.  
4.1.3.1  Net Profit Margin 
Table 4.5 summarizes the average of net profit margin result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.5   
Net Profit Margin for Takaful and Conventional Insurance companies in Malaysia from 2007 to 2016 
(%). 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.09 0.11 0.11 0.10 0.15 0.15 0.15 0.15 0.19 0.23 
Conventional 
Insurance 
0.086 0.085 0.084 0.14 0.12 0.12 0.16 0.17 0.15 0.19 
 
 
Figure 4.5     
Net Profit Margin for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 2016 
(%) 
 
In analyze financial performance insurance institution, net profit margin are useful 
for the purpose of long-term evaluation of companies. The changes net margin from 



















amount of claim receive by the both institution. In Takaful and conventional 
insurance company, the smallest changes either pricing or cost structure will affect 
the ability of company in generating profit.   
Based on table 4.5 and figure 4.5 summarize the net profit margin result that indicate 
for both institution. In net profit margin result, Takaful and conventional insurance 
companies are same steadily same increase in range between 8 percent to 20 percent 
from year 2007 to 2016. For four consecutive years from 2011 to 2014 show the 
same amount of Takaful companies maintain their net profit which is 15 percent. 
From the figure 4.5 shows that both institutions are perform most effectively in year 
2016 with 2.3 percent for Takaful and 1.9 percent for conventional insurance.  
4.1.3.2  Gross Profit Margin 
Table 4.6 summarizes the average of gross profit margin result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016. 
Table 4.6   
Gross Profit Margin for Takaful and Conventional Insurance companies in Malaysia from 2007 to 
2016 (%). 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.48 0.54 0.58 0.53 0.70 0.66 0.65 0.72 0.67 0.67 
Conventional 
Insurance 





Figure 4.6  
Gross Profit Margin for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 
2016 (%). 
 
Gross profit margin is used to measure the company health by looking at the 
proportion of money left from revenues. In gross profit margin in term of 
profitability ratio, evaluate the insurance institution financial performance in 
providing service or product compared to its counterpart. In Takaful and 
conventional insurance company, the higher or efficient the premium can make the 
highest gross profit margin. In reducing the loss of the company should increase the 
sale. 
Based on table 4.6 and figure 4.6 summarize the gross profit margin result for 
Takaful and conventional insurance companies have improvement where it is slightly 
same increase in range between 4 percent to 7 percent from year 2007 to 2016. In 
year 2016, for Takaful company shows the same increasing with last year which 67 
percent and 5 percent increase for conventional insurance compared with last year. It 


























4.1.4 Underwriting Performance 
Table 4.7 summarizes the average of underwriting performance result for Takaful 
and conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.7  
Underwriting Performance for Takaful and Conventional Insurance companies in Malaysia 
from 2007 to 2016. 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.20 0.30 0.22 0.24 0.31 0.39 0.36 0.38 0.37 0.42 
Conventional 
Insurance 
0.73 0.87 0.87 1.04 1.01 1.16 1.28 1.33 1.16 1.19 
 
Figure  4.7 
Underwriting Performance for Takaful and Conventional Insurance Companies in Malaysia from 
2007 to 2016. 
 
Underwriting performance is useful to insurance institution to improve their 
productivity and efficiency of the company. This ratio reflects the operation of 
insurance institution in their efficiency. Table 4.7 and figure 4.7 shows that 
conventional insurance have higher in underwriting performance than Takaful 
companies during the period from 2007 to 2016. In performing daily operation, 
conventional insurance are better in managing their expenses in 2014 which highest 





















cannot manage their expenses well. This indicates that throughout the year, Takaful 
companies not very well in managing the expenses.  
4.1.5 Operating Efficiency Ratio 
In operating efficiency  ratio there are two types that involve in measuring financial 
performance between Takaful and conventional insurance companies in Malaysia 
from 2007 to 2016 which is account receivable turnover and total asset turnover.  
4.1.5.1  Account Receivable Turnover 
Table 4.8 summarizes the average of account receivable turnover result for Takaful 
and conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.8 
Account Receivable Turnover for Takaful and Conventional Insurance companies in Malaysia from 
2007 to 2016. 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 4.48 4.34 4.77 5.24 4.84 5.19 5.62 6.12 7.33 7.73 
Conventional 
Insurance 




Account Receivable Turnover for Takaful and Conventional Insurance Companies in Malaysia from 
























In perspective insurance institution, account receivable turnover are used to evaluate 
the efficiently of the company in issuing credit to their customer and collect the fund 
from the customer based on time. In Takaful and conventional insurance company, if 
they are lack in collecting the credit from the customer it has potential loss in future 
earnings.  
Table 4.8 and figure 4.8 shows the account receivable turnover for Takaful and 
conventional insurance companies during the period from 2007 to 2016. Overall, 
Takaful companies have better account receivable turnover during the period than 
conventional insurance indicating Takaful companies efficient in collecting fund and 
credit from customer in a timely manner in 2016 which the highest 7.73 compared 
with conventional insurance 3.66 in same year. In term of stability, Takaful 
companies are more stable than conventional insurance. Conventional insurance are 
slightly decrease in account receivable turnover during the period.  
4.1.5.2  Total Asset Turnover 
Table 4.1.5.2 summarizes the average of total asset turnover result for Takaful and 
conventional insurance companies in Malaysia from 2007 to 2016.  
Table 4.9    
Total Asset Turnover for Takaful and Conventional Insurance companies in Malaysia from 2007 to 
2016. 
 
Period 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Takaful 0.21 0.26 0.26 0.24 0.19 0.25 0.30 0.31 0.32 0.41 
Conventional 
Insurance 




Figure 4.9  
Total Asset Turnover for Takaful and Conventional Insurance Companies in Malaysia from 2007 to 
2016. 
 
Total asset turnover indicates that the efficiently of the insurance institution in using 
the asset to generating sales. The highest the ratio shows that both institutions are 
always in better position. It also indicated that Takaful and conventional insurance 
company using the asset efficiently. However, the lower the total asset turnover 
means both institutions not using the asset efficiently and having the problem in 
management. By using total asset turnover in measuring the financial performance 
between Takaful and conventional insurance gives the creditor and investor overview 
on how the insurance company uses the asset to produce sales.   
The figure 4.9 shows the result for total asset turnover during the period 2007 to 
2016 where Takaful companies are better in utilize and manage their asset than 
conventional insurance during the period 2007 to 2016. The higher in total asset 
turnover show for Takaful companies in 2016 where 0.41 compared with previous 
year. For conventional insurance the highest ratios are in year 2013 which 0.28 
compared with year before where the ratio is lowest throughout the years which 
























 4.2 T-test 
T-test analysis is used in this study to test whether there is a significant difference 
between the financial performance of Takaful and conventional insurance companies 
in solvency ratio, liquidity ratio, profitability ratio, underwriting performance and 
operating efficiency ratio. The researcher used paired sample test in this analysis to 
know the relation between Takaful and conventional insurance. Table 4.10 shows the 
T-test results for Takaful and conventional insurance companies in Malaysia from 
2007 to 2016. 
Table 4.10 













Solvency Takaful 6.4050 1.40503 .129 .900 
Insurance 6.3580 .79631 
Current Ratio Takaful 4.2820 1.16083 -.056 .956 
Insurance 4.3010 .71584 
Net Working 
Capital 
Takaful 322104.1700 81216.43355 -.925 .379 
Insurance 352653.9000 45742.17190 
Cash Ratio Takaful .4770 .29223 3.091 .013 
Insurance .1700 .05754 
Net Profit 
Margin 
Takaful .1430 .04322 1.432 .186 
Insurance .13050 .37822 
Gross Profit 
Margin 
Takaful .6200 .08138 6.712 .000 
Insurance .4680 .03994 
Underwriting 
Performance 
Takaful .3190 .07738 -17.303 .000 








Insurance 3.6410 .89553 
Total Asset 
Turnover 
Takaful .2750 .06311 5.974 .000 






Based on the table 4.10 the result shows that Takaful companies in Malaysia have 
stable and stronger position in solvency ratio from year 2007 to 2016 than 
conventional insurance companies because Takaful had the highest in mean and 
standard deviation. However, there is no significant difference as shown by the result 
significant (2 tailed) the value 0.900 which is more than 0.05 (α = 5%). The findings 
indicated that H01 cannot be rejected, in other words there is no significant difference 
of solvency ratio between Takaful and conventional insurance companies in 
Malaysia.  
In term of liquidity on current ratio, conventional insurance companies are better 
than Takaful from year 2007 to 2016 because have higher mean. It shows that 
conventional insurance more liquid in asset and able to pay back to its depositor. 
However, for standard deviation Takaful company higher than conventional 
insurance. However, there is no significant difference as indicated by the value 0.956 
which is more than 0.05 (α = 5%). Therefore, in the second hypothesis H02 cannot be 
reject which indicated there is no significant difference in current ratio between 
Takaful and conventional insurance companies in Malaysia.  
In net working capital, the result shows conventional insurance companies are higher 
mean than Takaful from year 2007 to 2016. This show conventional insurance has 
sufficient fund to meet its current financial obligation. However, for the standard 
deviation, it shows that Takaful company is higher than conventional insurance. In 
result significant (2 tailed) there is no significant which the value 0.379 more than 
0.05 (α = 5%). Therefore, the finding indicated that H03 cannot be reject. In other 
words there is no significant difference in net working capital between Takaful and 
conventional insurance companies in Malaysia. 
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The table 4.10 reveals that Takaful companies in Malaysia during the period have 
better liquidity position in term of cash ratio as compared to the conventional 
insurance companies. Takaful have the higher mean than conventional insurance. 
Also, a standard deviation for Takaful company higher than conventional insurance. 
This shows that Takaful company can repay its current liabilities by only using its 
cash. In result of significant (2 tailed), there is significant difference which the value 
0.013 less than 0.05 (α = 5%). In the fourth hypothesis, the finding indicate that 
researcher reject the null hypothesis (H04).  In other words, there is significant 
difference of cash ratio between Takaful and conventional insurance companies in 
Malaysia. 
From the table 4.10 shows in term of profitability on net profit margin Takaful 
companies have the higher mean as compared to conventional insurance during the 
period 2007 to 2016. In standard deviation, conventional insurance is more elevated 
than Takaful companies. This shows that there is no significant difference which the 
value in significant (2 tailed) is 0.186 more than 0.05 (α = 5%). The finding indicated 
that H05 cannot be rejected, in other words there is no significant difference of net 
profit margin between Takaful and conventional insurance companies in Malaysia.  
The gross profit margin of Takaful companies is better than conventional insurance 
from year 2007 to 2016 shows in table 4.10. Moreover, the mean and standard 
deviation for Takaful companies is higher compared to conventional insurance. In 
result of significant (2 tailed), there is the significant difference which the value 
0.000 less than 0.05 (α = 5%). Therefore, researcher rejects the null hypothesis (H06). 
It indicates that there is significant difference of gross profit margin between Takaful 
and conventional insurance companies in Malaysia. 
53 
 
In term of underwriting performance, conventional insurance is highest mean and 
standard deviation compared to Takaful companies during the period from 2007 to 
2016. In result of significant (2 tailed), there is significant difference which the value 
0.000 less than 0.05 (α = 5%). The finding indicate that, the null hypothesis is reject 
(H07), in other words, there is significant towards the independent variables and 
dependent variables between underwriting performance ratio towards financial 
performance Takaful and conventional insurance companies in Malaysia.   
Finally, in term of operating efficiency ratio, account receivable turnover of Takaful 
companies are better than conventional insurance during the period. Takaful 
companies have the highest mean and standard deviation compared with 
conventional insurance companies in Malaysia. In result of significant (2 tailed), 
there is the significant difference which the value 0.005 same with which not more 
than 0.05 (α = 5%). Therefore, researcher reject null hypothesis (H08). There is a 
significant difference in operating efficiency ratio in term of account receivable 
turnover between Takaful and conventional insurance company in Malaysia. 
In total asset turnover based on the table 4.10 indicates that Takaful companies are 
more efficient than conventional insurance companies. Takaful companies have the 
highest mean and standard deviation compared with conventional insurance 
companies. In result of significant (2 tailed), there is the significant difference which 
the value 0.000 less than 0.05 (α = 5%). There is significant difference of total asset 
turnover between Takaful and conventional insurance companies in Malaysia. 





4.3 Summarizes of financial ratio  
Table 4.11 show the summarizes result of financial ratio for Takaful and 
conventional insurance companies in Malaysia from year 2007 to 2016. The 
summarizes of financial ratio below to indicated which companies are perform better 
in financial performance. The (*) indicates that which insurance institution are 
perform better in financial ratio.  
Table 4.11 
Summarizes financial ratio for Takaful and conventional insurance companies in Malaysia from year 
2007 to 2016.  
Ratio Takaful  Conventional Insurance Significant Test 
Solvency *  Not significant 
Liquidity: 
Current Ratio 
Net Working Capital 
Cash Ratio 
   
 * Not significant 
 * Not significant  
*  Significant 
Profitability: 
Net Profit Margin 
Gross Profit Margin 
   
*  Not significant 
*  Significant 
Underwriting Performance  * Significant 
Operating Efficiency: 
Account Receivable Turnover 
Total Asset Turnover 
   
*  Significant 
*  Significant 
 
The table 4.11 intended to identify the financial performance of Takaful and 
conventional insurance companies in Malaysia based on the financial ratio and 
significant result. Based on the table 4.11 shows that financial ratio can be classified 
into two groups which are for Takaful and conventional insurance companies. The 
group financial ratio for Takaful companies is solvency ratio, liquidity ratio in term 
of cash ratio, profitability ratio (net profit margin and gross profit margin) and 
operating efficiency ratio which is account receivable turnover and total asset 
turnover. While, the financial ratio group for conventional insurance is liquidity 
(current ratio and net working capital) and underwriting performance.  
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Based on the table 4.11 indicates that only four financial ratio are not significant in 
this study which represent the financial ratio in solvency, current ratio, net working 
capital and net profit margin. The significant result are represent financial ratio in 
cash ratio, gross profit margin, underwriting performance, account receivable 
turnover and total asset turnover. Thus, the significant result shows from the 
financial ratio in table 4.11 indicated that Takaful companies are performing better 
than conventional insurance company in Malaysia in term solvency ratio, liquidity 
ratio, profitability ratio and operating efficiency ratio.  
4.3 Conclusion  
This chapter presents a detailed explanation of the finding of this study. Researcher 
conducted in this study used descriptive analysis, T-test analysis and summarizes the 
financial ratio. Based on the report, a researcher evaluates the most influential 
variable towards the financial performance of Takaful and conventional insurance 
companies. The following chapter will discuss the conclusion and recommendation 




CONCLUSION AND RECOMMENDATION  
5.0 Introduction 
This chapter is includes discussion on the financial performance between Takaful 
and conventional insurance companies in Malaysia, conclusion of the overall and 
recommendation for future research.  
5.1 Discussion and Conclusion  
 This study discussed on the comparative financial performance between Takaful and 
conventional insurance companies in Malaysia based on financial ratio. In this 
research, only seven Takaful companies and seven conventional insurance 
companies are chosen from the whole companies in the industries. The statistical 
data analysis is used to measure the financial performance between Takaful and 
conventional insurance companies in Malaysia.  
From the previous study on the financial performance of Takaful and conventional 
insurance company that has been done in difference country shows that differences 
result on the financial performance. In comparative between Malaysia and Brunei 
insurance industry in 2011, the performance of the insurance is important in industry 
(Saad and Idris, 2011). In Iran, according to Moghadam et al., (2012) stated the 
performance of insurance companies are better in the industry. Afza and Asghar 
(2012) based on their research measuring financial performance of the insurance 
institution showed insurance industry are better performance in Pakistan. Moreover, 
Hafiza and Zeeshan (2014) research in Pakistan proved that Islamic insurance in 
financial performance between both institutions. Hidayat and Abdulla (2015) found 
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that conventional insurance companies performed better than Takaful companies in 
financial performance in Bahrain.  
 In analysing the variable which influences the financial performance of Takaful and 
conventional insurance companies in Malaysia, researcher focus in five independent 
variables such as solvency ratio, liquidity ratio, profitability ratio, underwriting 
performance and operating efficiency ratio. The finding of this study reveals that 
Takaful company are performed better than conventional insurance companies in 
Malaysia based on the independent variable. Takaful companies are performed better 
in term of solvency ratio, cash ratio (liquidity ratio), profitability ratio (net profit 
margin and gross profit margin) and operating efficiency ratio which is account 
receivable turnover and total asset turnover. While, for conventional insurance is 
liquidity (current ratio and net working capital) and underwriting performance.  
This finding support the report from Bank Negara Malaysia which stated that 
Malaysia Takaful sector continues in higher growth than the conventional industry, 
driven by a low base, stable domestic consumption and increasing consumer 
awareness. In general, Takaful grew by 5.8 percent compared to a growth in current 
2.6 percent in public insurance in 2016 (Bank Negara Malaysia, 2017).  Based on 
this study, researcher sees the future potential in Takaful industry to expend their 
business operation at global stage. Thus, through expending their business will make 







Today, increasing demand in insurance institution especially in Takaful industry, 
makes measuring financial performance are needed to evaluate their financial 
performance from time to time. Measuring financial performance for Takaful 
companies as a corrective activities for improving Takaful industries. However, due 
to the lack of data set and detailed ratios disclosure, for future study the researcher 
suggested and expected that the data set must involve a large number of years that 
required completing the same research.  
Besides that, competitive element, business model, changing customer needed and 
demands better product choice and customer friendly practice from Takaful is 
required to make Takaful industries are more known for Muslim and non-Muslim. 
Furthermore, Takaful creating difference type of product and promote the product 
through efficient and attentiveness such as online will catch the attention Muslim and 
non-Muslim as well.  
Promoting transparency, fairness and profit sharing as a unique feature in Takaful 
industries that make it differ from conventional insurance. The element of features 
should be implementing to all to make them see the different between both 
institutions. Due to lacking knowledge about difference between Takaful and 
conventional insurance, the awareness should be given. Takaful needs to build global 





Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI). 
(2008). Accounting, auditing and governance standards for Islamic financial 
institutions, Bahrain. 
Abdullah, Irwani. N, and Manjoo, F. (2011). Takaful. International Shari'ah 
Research Academy for Islamic Finance, Malaysia, pp. 499-548. 
Adams, M. and Buckle, M. (2003). The determinants of corporate financial  
performance in the Bermuda insurance market. Applied Financial Economics, 
Vol.13, pp. 133 - 143. 
Afza and Asghar (2012). Financial reforms and efficiency in the insurance 
companies Pakistan. African Journal of Business Management, Vol. 6, No. 
30, pp. 8957-8963. 
Alhabshi, D. O. S. and Bacha, O. (2011). Organizational form and efficiency: the  
coexistence of family Takaful and life insurance in Malaysia. Proceedings of 
the 2nd International Conference on Business and Economic Research, pp. 
1736-1751. 
Al Janahi, A. and Weir, D. (2005). Alternative Financial Rationalities in Managing  
Corporate Failure. Managerial Finance Vol.31 No.4, pp.34-45.  
 
Anwar and Habiba (2008). Islamic Finance: A Guide for International Business and 
 Investment. United Kingdom: GMB Publishing Ltd. 
 
Ayub, M. (2003). An introduction to Takaful – An alternative to insurance. Islamic  
Banking Department, State Bank of Pakistan, Karachi, pp.3.  
 
Bank Negara Malaysia (2009). Annual Takaful Statistics, Financial Stability and  
Payment  System Report 2009, pp. 11-48. 
 
Bank Negara Malaysia. (2005). Malaysia Takaful industry 1984-2004. Retrieved  
from http://www.bnm.gov.my/files/publication/tkf/en/2004/booklet.en.pdf  
Bank Negara Malaysia. (2011). Takaful Industry and Financial System in Malaysia.  
Retrieved from http://www.bnm.gov.my/index.php?ch=fs_mfs&pg=fs_mfs 
_bank   
Bank Negara Malaysia (2015). Financial stability and payment systems report 2014.  
Retrieved from http://www.malaysiantakafu.com.my/mta.optima.my/files 
/57/57cde02c-10fd-4335-9fe7-42aeb0fa4c67.pdf 
 
Bank Negara Malaysia (2018, April 20). Malaysia Takaful Growth Outpacing  






Bank Negara Malaysia (2018, May 1). Governor's Remarks at the Takaful Annual  
Dinner and Awards 2018: “Takaful industry at crossroads: A critical 
examination”. Retrieved from http://www.bnm.gov.my/index.php?ch=en_ 
speech&pg=en_speech &ac=793  
Billah, M. M. (2003). Islamic and Modern Insurance (Principles and Practices), pp.  
51-57. Kuala Lumpur, Malaysia: Ilmiah  Publishers  
 
CII (Chartered Insurance Institute).(2010). Insurance Business and Finance, London.  
Applied Financial Economics, pp.25- 30. 
 
Deloitte (2015). The Global Takaful Insurance Market Charting the Road to Mass   
Market. Retrieved from March 7, 2016. http://www.mifc.com.  
 
Encyclopedia of Management. (2015, May 8). Financial Ratio. Retrieved from 
Encyclopedia.com:http://www.encyclopedia.com/doc/1G3273100106.html. 
 
Financial Dictionary. (2015, May 11). Financial Performance. Retrieved from  
http://financialdictionary.  
 
Fidson and Alvarez. (2011). Insurance Business and Finance Industry, pp.31-34. 
 London: Financial Statement Analysis. 
Greene, W and Segal, D. (2004). Profitability and Efficiency in the US life Insurance  
Industry. Journal of Productivity Analysis, vol. 21, pp. 229-245. 
Hafiza and Zeeshan, (2014). Comparative performance of Islamic and conventional 
insurance companies in Pakistan. IOSR Journal of Business and Management 
(IOSR-JBM, Volume 16, Issue 6. Ver. II, pp 33-45. 
 
Hamid, M. A., Osman, J., and Nordin, B. A. A. (2009). Determinants of corporate  
Demand for Islamic Insurance in Malaysia. International Journal of 
Economics and Management, Vol.3, No.2, pp.278-296.  
 
Hidayat, S. E., and Abdulla, A. M. (2015). A comparative analysis on the financial 
 performance between takaful and conventional insurance companies in  
Bahrain during 2006-2011. Journal of Islamic Economics: Bank and 
Finance, Vol. 11,No.2, pp. 149-162. 
 
Homburg, C., Hoyer, W. D., and Fassnacht, M. (2002). Service orientation of a  
retailer's business strategy: Dimensions, antecedents, and performance 
outcomes. Journal of  Marketing, Vol. 66, No.10, pp.86-101.  
 
Horngren, Sundem and Stratton. (1996). Introduction to Management Accounting.  
London: Prentice Hell International, pp. 56-58.  
 
Hussain, M. M., & Pasha, A. T. (2011). Conceptual and operational differences  
between general takaful and conventional insurance. Australian Journal of 
Business and Management Research, Vol. 1, No.8, pp.23. 
61 
 
Jaffer, S., Farzana, Jabran, Unwin, L. (2015). Takaful (Islamic Insurance): Concept, 
 challenges and opportunities. The World Takaful Report. Retrieve from 
 http://ara.assaif.org/Workinggroups/Takaful.  
 
Koller, W. B. (2011). When growth is the problem, not the solution: An interview  
with Earl Eisenberg. Journal of Management Inquiry, Vol. 6, No.1, pp.62-68. 
 
Lim, J., Idris, M. F., & Carissa, Y. (2010). History, Progress and Future Challenge  
of Islamic Insurance (Takaful) In Malaysia. In proceedings from Oxford 
business and economics conference program. 
 
Moghadam, K. H., Atefi, Z., Barati, P., Omidi, M., and Zoghi, A. (2012).  
Performance Comparison of Insurance Companies. Interdisciplinary Journal 
of Contemporary Research in Business, Vol. 4, No. 7, pp. 318.  
 
Norma M. S., (2012). An Analysis on the Efficiency of Takaful and Insurance  
Companies in  Malaysia: A Non Parametric Approach. Review Integrative 
Business Economic Research Vol. 1, No. 1, pp.33-56. 
 
Obaidullah, M., (2005), Acceptance determinants towards takaful product. Islamic  
Financial Services. Islamic Research and Training Academy, Jeddah, Vol. 
44, No. 18, pp.44-45 
 
Ozkan, A., (2001). Determinants of Capital Structure and Adjustment to Long Run  
Target: Evidence from UK Company Panel Data”, Journal of Business 
Finance & Accounting, vol.28, pp. 1-2.  
 
Saad, N.M., Majid, M.S.A., Yusof, R.M., Duasa, J., and Rahman, A.R.A. (2006).  
Measuring efficiency of insurance and Takaful companies in Malaysia using 
data envelopment analysis (DEA). Islamic Economics, Vol. 10, No.2, pp. 5-
26. 
 
Saad, N.M. and Idris, N.H.E. (2011). Efficiency of life insurance companies in  
Malaysia and  Brunei: A comparative analysis. International Journal of 
Humanities and Social Science, Vol. 1, No.3, pp. 111-122. 
Shiu, (2004). Determinants of United Kingdom general insurance company 
 performance. British Actuarial Journal, vol. 10, pp. 1079 - 1110. 
 
Soekarno, S., & Azhari, D. A. (2009). Analysis of Financial Ratio to Distinguish  
Indonesia Joint Venture General Insurance Company Performance using 
Discriminant Analysis. The Asian journal of technology management, Vol. 2, 
No.2, pp. 110-122. 
 
Spence, M and Zeckhauser, R. (1971). Insurance, Information, and Individual  
Action. In Uncertainty in Economics, pp. 333-343. 
 
Thanasegaran, H. (2008). Growth of Islamic Insurance (Takaful) In Malaysia: A  




Wild .J.J; Subromanyam R.K and Halsey .F.R. (2004). Financial Statement Analysis,  
vol. 13, pp. 462 – 521. New York: McGraw – Hill/Irwin  
 
Yusop, Z., Radam, A., Ismail, N & Yakob, R. (2011). Risk management efficiency of 
 conventional life insurers and Takaful operators. Insurance markets and  












Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 6.4050 1.40503 .129 .900 




Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 4.2820 1.16083 -.056 .956 
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Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 322104.1700 81216.43355 -.925 .379 
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 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .4770 .29223 3.091 .013 






Net Profit Margin  
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .1430 .04322 1.432 .186 
Insurance .13050 .037822   
 
Gross Profit Margin 
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .6200 .08138 6.712 .000 
Insurance .4680 .03994   
 
Underwriting Performance  
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .3190 .07738 -17.303 .000 
Insurance 1.0640 .19495   
 
Operating Efficiency  
Account Receivable Turnover  
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful 5.5660 1.16406 3.658 .005 
Insurance 3.6410 .89553   
 
Total Asset Turnover 
Paired Samples Statistics 
 
 Mean Std. Deviation t Sig. (2-tailed) 
 Takaful .2750 .06311 5.974 .000 
Insurance .15320 .050948   
 
